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A Banker’s Diary 


A BIOGRAPHICAL study of Lord Keynes presented in the May 1944 issue of 
Fortune is of interest both for the occasional flashes of new light which it 
throws on its eminent subject and for its unconscious 

Lord Keynes; disclosure of a very general American attitude towards his 
American ideas. ‘In the 1930's,” it is suggested, ‘‘ the best that 
Profile Washington could produce in the way of Administration 
advisers were too often second-hand Keynesians. But 

there was once a breed of American Statesmen—Jefferson, Hamilton, Jay, 
Madison—who could have both taken Keynes’ measure and been delighted 
by the brilliance of his gifts.” In other words, the Keynesian analysis is 
nothing more than plausible wrong-headedness ; but somehow nobody among 
the ‘“‘sound”’ men of this generation is able to explain just where Keynes 
has gone wrong! However, the Fortune profile, though devoted primarily 
to the man and not his ideas, gives a very fair assessment of Keynes’ influence 
on the other side of the Atlantic, while sufficient care has been devoted to 
the personal study to make the portrait at any rate recognisable. We are 
iven the following picture of Lord Keynes’ wartime occupations and incident- 
lly of his relationship to Lord Catto while the latter was still at the 


ally 
Treasury : 

‘With Lady Keynes he lives in a house in Gordon Square, Bloomsbury, 
where on many an evening supper is eaten in a big kitchen with open fireplace, 
and where, according to her ladyship, there is a constant accumulation of 
‘books, books, books—books everywhere.’ By day Keynes hurries off to the 
old Board of Trade Building, which, since the bombing out of the British 
Treasury, serves as headquarters for His Majesty’s Exchequer. Here he 
occupies a barren office (touched up by a wharf scene by his painter friend 
Duncan Grant) adjoining those of Lor dc atto, British financier and one-time 
partner of Morgan Grenfell. Between the two, who are as different in back- 
ground and training as they are in appearance (beside the tall, stooping 
Keynes, Catto has a touch of the Pickwickian), has grown up a strong and 
fruitful friendship. Whereas Keynes will think of three alternative solutions 
"3 any monetary problem in the time that most men are groping for one, 

atto’s role is to emphasize that a single course must be chosen. And while 
Ke ynes is travelling at the 10,000-foot level of logic and theory, Catto can 
be relied on to fill in the practical details of any financial plan in the making.” 





y 


Ss 


c 


a the U.S.,” the author sums up, ‘‘ Keynes’ thesis rapidly became associated 
vith unbalanced budgets, perpetual deficits, a mounting national debt, and 
with the celebrated aphorism attributed to Harry Hopkins : 

The ‘We shall spend and spend, and tax and tax, and elect and 
Doctrine elect,’ and with the end of the free-enterprise system. But 
'akes Hold Keynes himself—who favours budgetary deficits when all 
else fails—is far from an enemy of free enterprise, and even 

further from being a theoretical socialist. Indeed, his thesis is that stimulation 
of investment, both private and public, by government may in certain circum- 
stances prove the one way ‘ of avoiding the destruction of economic forms in 
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their entirety [and be] the condition of the functioning of individual initiative.’ 
The one thing that can kill initiative and enterprise and make the coming of 
socialism certain is the intolerable spectacle of unemployed resources and 
unemployed men. On that point all those concerned with the post-war future 
of America are agreed. The most trenchant criticism of Keynes is that hi 
greatly underplayed the importance of other factors for a healthy economy 


bo 


notably flexible wages and prices. However, in one crucial respect his doctrine 
has taken hold: the federal budget can no longer be considered the petty- 
cash book that Cal Coolidge thought it to be. As good a conservative as 
Beardsley Ruml has argued that the amount the government spends, how 
it taxes, and what it taxes, all have a massive effect on employment and 
unemployment. In this sense Keynes’ radicalism of 1936 may become the 
truism of 1946.” 


A VERY serious position, calling for urgent and difficult reforms, is revealed 
by the long-awaited survey of “The Problem of Valuation for Rating,” 
undertaken for the National Institute of Economic Research 

Chaos in Py Prof. and Mrs. J. R. Hicks and Mr. C. E. V. Leser. Nobody 

Rating reading the re port could que stion the conclusion that “ the 

Valuations rating system is at present in a very sorry mess’; and we 

are warned that if nothing is done, and valuations are allowed 

to slide after this war as after the last, it ‘ will get into such a tangle that 

there is a grave danger of its having to be swept away altogether.” And 

since, as the authors show, the rating system is on the whole extremely well 
adapted to its purpose, that would be a pity. 

The basic cause of the trouble is the very general tendency for valuations 
in this country to lag well below actual rents, a tendency that became greatly 
accentuated in the period between the wars. At first sight, it may not be 
evident why universal under-valuation should have such serious consequences ; 
one might imagine the only effect would be to necessitate a somewhat higher 
nominal rate to finance a given volume of expenditure, the actual burden 
of rates remaining the same. The difficulty is that once valuations sag below 
the full legal or economic level, actual assessments are determined by purely 
notional considerations. The degree of under-valuation may differ as between 
different properties in the same area and as between different districts, and 
this opens the door to all kinds of anomalies and injustices. 


ONE immediate effect of under-valuation is to render quite valueless the 
right of appeal. If in a particular locality valuations are on the average at 
60 per cent. of the true level, and one property is valued at 

Right of 9° per cent., then the owner of the latter will be paying far 
Appeal more than his fair share of the rates, yet on an appeal to the 
Valueless Courts could only be told that his valuation was below the 
legal level—and might even risk having it increased! 5o 

long as this is the position, ‘‘ rates are an arbitrary tax, whose amount 
ultimately depends upon what some administrative officer thinks the rate- 
payer should pay, not on what the law says he should pay.” But the present 
position not only involves “a considerable amount of gross unfairness’; in 
addition, “ by depriving the basis of rating of any relation to actual existing 


~~ 
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conditions, it makes impossible any coherent planning of local government 
affairs.’’ In particular, it is shown that the poorer localities tend by and 
large to be more fully valued than the wealthier, so that the rateable value 
of an area affords no reliable index of its true wealth ; and since the lower- 
valued districts will pay snanenlmuanl less to the county rate, and will 
receive relatively more in grants from the central government, the whole 
basis of local government finance is falsified from the outset. 


To a considerable extent, the degree of under-valuation in an area depends 
on the rate of new building in the inter-war period. A large proportion of 
the new houses were not let but sold to owner-occupiers. In 


Subsidy __ the absence of direct rent evidence they could only be valued 
to New by analogy with older houses of the same size, and the rent 
Houses of these was depressed below the economic level by rent 


restrictions. Given this general tendency for new houses to 
be rated far lower than old houses, “ declining districts were therefore 
systematically over-valued, expanding districts systematically under-valued.” 
The authors of the National Institute report estimate this under-valuation 
of new houses as equivalent to a concealed building subsidy of no less than 
{8/9 millions, compared with the overt subsidy before the war of some 
{15 millions. The variations in valuation levels are brought out in the 
following table : 





Proportion Levels of assessment 
of (as % of “‘ true’ rateable value) : 
post-war ;-— ‘ ~ 
houses Pre-war Post-war All 
% houses houses houses 
London Ring ae sla ie 56 67 59 62 
Sussex Coast a bck ar 48 73 66 69 
Black Country .. és oe 44 72 59 65 
Merseyside ae ‘ve — 37 80 66 74 
Tyneside . aa a 35 88 73 81 
Manchester Area. sa tie 30 86 69 79 
Fens a i om e 27 77 59 70 
Marshes .. ee oe ee 22 86 56 74 
South Wales - “7 re 19 85 67 80 
London County .. se rar 13 82-6 69 81-4 


THE very first step in any effective reform, it is suggested, must be the trans- 
ference of the re sponsibility for valuation to a central authority, a new depart- 
ment being created to fulfil this task. The expense of making 

Methods Te-assessments would be spread over the whole country. 

of Apart from helping to secure uniformity in valuation, this 
Reform reform would have the great incidental advantage of removing 

an essentially judicial office from elected bodies, which must 

inevitably be influenced by the need to appeal to the electorate and in matters 
of valuation also act as judges in their own cause. Given a central valuation 
department, the local authorities would be able to appear as parties to appeals. 
More difficult would be the process of adjusting valuations to their proper 
level. The chief complication here is that on a straightforward revision of 
rateable values it is the smaller post-war houses whose rate burden would be 
most drastically increased. Hence Prof. and Mrs. Hicks decide in favour 
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of a formula that would permit a 25 per cent. deduction as a special con- 
cession to houses with less than {£40 gross value, this concealed subsidy to 
rank as part of the authority’s housing expenditure. 


Ir will be recalled that the Egyptian delegation joined with the Indian in 
proposing that the Bretton Woods Conference should deal with the question 
of the conversion of abnormal sterling balances into other 
Egyptian Currencies. Following the rejection of these suggestions, 
Sterling | Egypt is now seeking another line of approach to the problem. 
Balances The head of the Egyptian delegation to Bretton Woods, 
Sany Lackany Bey, has stated in an interview that one of the 
members of his dele ‘gation has been sent on a special mission to Canada “ to 
see whether trade relations can be established with that country as one of 
the means for liquidating sterling balances.” The importance of this mission 
is stated to lie in the fact that Canada deals freely in dollars while still being 
part of the British Commonwealth ; and it is suggested that “ this double 
capacity might prove very helpful to Egypt.” While Sany Lackany Bey 
acknowledged that, after the Bretton Woods Conference refused to deal 
with the conversion of sterling balances, the British themselves volunteered 
to help on that issue, it seems doubtful to what extent a triangular arrange- 
ment involving Canada would be appropriate for this purpose. At first sight, 
it would seem to be a complete solution if Canada were prepared to supply 
Egypt with goods and hold blocked balances in exchange ; but it is obviously 
essential that such balances be additional to the sterling which the Dominion 
will be prepared to hold in any case. Throughout the war, our exchange 
control in relation to Canadian dollars has been no less strict than that relating 
to U.S. dollars, and this situation is likely to continue. Unless it can be 
demonstrated that any Canadian acquisition of sterling from Egypt would 
not be in substitution for sterling which Canada might acquire on other 
accounts, such a three-handed arrangement would on balance be not very 
different from an outright conversion of Egyptian sterling into dollars. The 
real significance of the Egyptian suggestion is to emphasize the need for 
funding arrangements in respect of overseas sterling balances as a whole, 
without priority to any particular creditor. 


PROBABLY the most interesting movement in the July clearing bank figures 
was the sharp reaction of £15.2 millions in advances, temporarily reversing 
the steady recovery in this item apparent since the wartime 
Reaction low was touched in November last. On balance, advances 
in show virtually no change since as long ago as February. On 
Advances’ the other hand, during the corresponding period of 1943 the 
downward trend in evidence since war began was still in 
progress, and these five months saw a net decline of close on £19 millions. 
On the year to July, there has been a net recovery of {11.1 millions, compared 
with a decline of as much as £53.2 millions over the prece ding twelve months, 
while in spite of the July reaction this item was still £31 millions above the 
November low point. Investment holdings reached a new peak with a further 
rose of £6.0 millions during July, but the expansion on the year is no more 
than {16.2 millions, compared with a rise of as much as £87.3 millions in 
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the twelve months to July 1943. Though deposits reached a fresh peak, the 
extent of the month’s expansion in effective deposits was largely masked 


July Change on: 
1944 Month Year 
fm. fm. fm. 
Cash a ae 425.6 — 1.4 + 39.0 
Call Money ie pe 187.6 + 2.9 + 22.6 
Discounts Si bs 212.9 10.5 — 23.1 
r.D.R. bx — ne 1,310.0 + 64.5 + 451.5 
Investments sia = 1,175.2 + 6.0 + 16.2 
Advances 755-0 — 15.2 + II.! 
Deposits .. re Ba 4,121.4 + 21.2 + 491.0 
Cheques in course sia 123.6 — 42.1 — 20. 


by a sharp seasonal contraction of {42.1 millions in balances with other 

banks and cheques in course of collection. Allowing for this movement, the 

true increase in deposits easily exceeds {60 millions. Thanks to the double 

increase in the a tender Treasury bill offe r, the recovery in money market 

assets continued, but the increase of only {10.5 millions in discounts is sei 

mary - than had been ri d, and it leaves the combined total of call mon 
id bills actually a shade lower on the year. 


In spite of flying bombs and reports of huge holiday crowds at the main line 
stations, the seasonal withdrawal of notes this summer has been on a distinctly 
smaller scale. In the seven weeks prior to the August 9 
Fiduciary peak, the expansion in the circulation was just under {22 
Issue ‘millions, compared with {£32 millions in the corresponding 
Increased weeks of 1943. It is impossible to say to what extent this 
flattening of the upward trend may be due to the offsetting 
factor of the exodus of invasion forces from this country, though this influence 
must obviously have been considerable. As was expected, a further a 
of {50 millions in the fiduciary issue, to £1,200 millions, was announced < 
the beginning of August. The associated chi iunges in the Reserve and in the 
Banking Department’s holding of Government securities are apparent in the 
following summary of Bank returns : 


Note Bankers’ Government 
Circulation Deposits Securities Reserve 
£m. {m. £m. {m. 
July 26 ar ‘cl 1,136.8 199.8 249-3 14.5 
August 2 oe oe 1,140.0 153.0 193.60 55-3 
» 9 oe oe 1,150.6 170.1 191.3 50.5 
~ «2 a rv 1,140.9 171.9 186.4 54-6 


THROUGHOUT the first half of August, trading on the Bombay bullion exchange 
was suspended as the result of a legal deadlock. For some weeks previously 
the favourable war news, combined with the prospect of sales 

Bombay Of Iend-lease silver from the United States, led to the building 
Bullion up of a large bear position which left the market short of some 
Deadlock 6,000,000 ounces. Since the actual position remained ex- 
tremely tight, in spite of some moderate sales by the Reserve 

Bank, the scene was set for an extrenely successful bear squeeze. The 
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bears were, however, protected against having to meet their commitments 
in full by the system which allowed contracts to be carried forward under 
a penalty. The crisis arose when a leading bull, dissatisfied with this position 
on the ground that it enabled dealers to eircumvent the prohibition on forward 
trading by renewing ready delivery contracts, gave notice demanding actual 
delivery and secured a High Court injunction debarring the Bombay exchange 
from declaring the leading bulls as defaulters. Eventually, it was agreed 
to square up outstanding contracts at Rs. 135 for August 2 and Ks. 134 for 
August g deliveries, trading being re-opened at around the latter figure, or 
about Rs. 5 below the last official closing quotation before the suspension of 
dealings. Henceforth the trading account is to be on a strictly seven days’ 
basis. 





Is It a Gold Standard ? 
By Paul Einzig 


HE next few months will witness some very heated discussions around 

the proposals of the Allied experts at the Bretton Woods conference. 
Prominent among the many controversial questions raised by the new 
Monetary Fund Plan will be the question whether the adoption of the proposed 
system would amount to a return to the gold standard. Indeed, we may go 
» far, without fear of contradiction, that the fate of the Plan will depend on 
the view the Government, Parliament, and public opinion will take on this 
question. For the other major issues involved leave the man in the street 
cold. No general election is ever likely to be fought on the issue of multi- 


lateralism v. bilateralism; nor on exchange restrictions v. free exchange 
dealing ; nor even on sterling bloc v. international monetary system. On the 
other hand, a very large proportion of people of every sort feel sufficiently 
strongly against the gold standard to oppose it to the utmost in the Cabinet 


room, in the chambers and division lobbies of both Houses of Parliament, in 
the Press, on public platforms and at the polling booths. 

[t is of the utmost importance, therefore, to ascertain whether the proposed 
new system is a new form of gold standard. In this connection it is well 
to bear in mind that the definition of the gold-standard is not something 
fixed unalterably for all time, but is liable to changes. Indeed, during our 
lifetime it underwent a very marked change. Before 1914 the gold standard 
implied the free circulation of gold coins. After 1925 coins no longer formed 
art of the system as it operated in this country. Sir John Anderson, in his 
xech in the House of Commons on May 10, 1944, pointed out a much more 
important change in the meaning of gold standard. ‘“ The classical view of 
the gold standard is, | believe, that of a currency which is self-regulating, 
being fixed by law at a certain parity of gold, and being kept between what 
are called specie points by a free movement of gold in and out. That was the 
old, orthodox gold standard monetary system which we had in this country 
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up to the outbreak of the last war. We have seen variants of that system. 
In particular, in our own case, between 1925 and 1931, we had a gold standard 
which was not self-regulating but which was so managed that it was kept 
between the specie points on a fixed parity with gold.’’* 

Between 1914 and 1925 the gold standard changed fundamentally from 
an automatic system with coins in internal circulation to a managed system 
without the issue of coins for internal purposes. It seems, therefore, “reasonable 
to contend that the mere fact that the system proposed at Bretton Woods 
differs materially from the gold standard such as it operated in this country 
between 1925 and 1931 does not in itself prove that the new system is not a 
gold standard. 

On the other hand, it is equally certain that the fact that gold may play 
an important part in a monetary system as a means of international payments 

-as it did in this country between 1931—and 1939—would not in itself 
justify us in describing the system as a gold standard. The same is true about 
a system under which gold is allowed to play an important internal réle, as 
has been the case of India and other Eastern countries during the last few 
years. What matters is that there should be a fixed relation between the 
national monetary unit and a given quantity of gold. 

From this point of view, the technical position is quite clear. According 
to IV (ra) “ The par value of the currency of each member shall be expressed 
in terms of gold as a common denomination or in terms of the United States 
dollar of the weight and fineness in effect on July 1, 1944.”’ The Agreement 
does not actually say that member countries have to pass legislation establishing 
the new parities of their currencies, but this is implied by the use of the term 

‘par value” which always means legally fixed value. In all probability the 
Fund would insist on the confirmation of the newly fixed parities by legislation. 

So much for the de jure stabilization of the currencies under the new Plan. 
As to their de facto stability in terms of gold, it is assured by various provisions 
of the Agreement. Under IV (2) an official buying and selling price of gold, 
based on the parities, is to be fixed by the Fund, and members have to shat iin 
from buying gold above the official buying price or selling gold below the 
official selling price. This provision is very much like the corresponding 
provisions under the old gold standard. 

Moreover, under IV (3) the fluctuation of exchange rates is subject to 
limitations. In the case of the spot exchange rates the limit is one per cent. 
In the case of forward exchange rates the limit will be fixed by the Fund. 
As, under the old gold stand rd, forward exchanges were free to fluctuate well 
beyond the specie points, in this respect the proposed system aims at establish- 
ing a more rigid stability than peevaned before 1931 or even before 1914. 

It may be argued that while under the old gold standard the stability of the 
exchanges was maintained by a legal obligation to sell gold at the official 
selling price, there is no such obligation in the Bretton Woods Agreement. 
Under IV (2) me ‘mbers merely undertake to refrain from buying and selling 
gold outside the limits fixed by the official buying and selling price. Under 
VII (2) the F und may require a member to sell its currency to the Fund for 
gold. There is, however, no corresponding absolute obligation for members 
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to sell gold against their currency. The nearest thing to such an obligation 
is the provision under VIII (4a) under which a member must buy back from 
other members balances of its currency against payment in the seller’s currency 
or in gold. The buying member has the option to decide the means of payment, 
but if it does not hold an adequate amount of the seller’s currency then its 
obligation to convert its currency into gold becomes absolute. From this 
point of view the difference between the old gold standard and the new system 
is not very pronounced in practice. 

What is more important is that under IV (4 6) the Agreement provides a 
very strong inducement for members to buy and sell gold freely. The following 
is the text of this important section : 

“Each member undertakes through appropriate measures consistent 
with this Agreement, to permit within its territories exchange transactions 
between its currency and the currencies of other members only within the 
limits prescribed under Section 3 of this Article. A member whose monetary 
authorities, for the settlement “of international transactions, in fact freely 
buy and sell gold within the limits prescribed by the Fund under Section 2 
of this Article shall be deemed to be fulfilling this undertaking.” 

This clause establishes a high degree of discrimination in favour of those 
members which buy and sell gold freely at the official gold prices as under 
the old gold standard. Those who are unable or unwilling to do so are landed 
with a highly costly obligation. They have to buy up all the weak currencies 
offered for sale in their markets, in so far as the sellers are unable to find 
private buyers at the official price. The full disadvantages of this obligation 
are not apparent at first sight; in fact, without disrespect to the British 
delegates at Bretton Woods, one is permitted to doubt whether they fully 
realised all the implications of this ciause when accepting it. Unless Great 
Britain is prepared to buy and sell gold in unlimited quantities at the official 
buying and selling price she is liable to be placed under grave financial and 
commercial disadvantages. Through the working of IV (4 0) she might 
become the dumping ground of unwanted weak currencies and the collector 
of frozen balances in such currencies. 

Since the United States and other countries in a position to buy and sell 
gold freely will not be under obligation to support the weak currencies, the 
exchange rates of these currencies in New York, etc., will tend to decline 
somewhat below the official limit whenever supply exceeds private demand 
for such currencies in that market. The unwanted surplus will then find 
its way to countries whose Governments, not being able or willing to buy and 
sell gold freely, are under obligation to buy up the weak currencies in order 
to prevent their exchange rates from depreciating below the official limit. 
Now there will be quite a number of such countries ; in fact, the majority 
of the 44 original members will be unable to buy and sell gold freely. The 
chances are, however, that sellers of unwanted weak currencies will not sell 
in countries whose currencies will be equally weak. There would be no point 
in exchanging their holding of zlotys for drachme. They will sell in the country 
whose currency is the most easily marketable in the United States or other 
countries which buy and sell gold freely. Needless to say, sterling will be 
chosen in preference to other currencies. 

As a net result of this, the export surplus of the richest surplus countries 
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to the poorest deficit countries will be financed by Great Britain through the 
acquisition of the currencies of the latter. It is true, under VIII (4) this 
country can claim repayment in sterling or gold. But in many instances the 
poor countries would be unable to meet their liabilities, having exhausted 
their gold and sterling, reserves and their facilities with the Fund. In that 
case our balance in their currencies will become frozen. On the other hand, 
the sterling acquired by the United States through the triangular operations 
would be duly presented to us for repurchase, and this country would have 
to pay for it in gold or in dollars. Great Britain would use up her resources 
and facilities, and might run up additional indebtedness in order to finance 
the export surplus of the United States to the poorest countries. 

To escape this absurd situation even the restoration of the full old gold 
standard, with free buying and selling of gold at fixed official prices, might 
be considered the smaller evil. But in any case, even if this country should 
not take that course, sterling would remain convertible for all practical 
purposes, at least for the benefit of foreign holders. Even in that case it 
would appear justified to conclude that technically sterling would be linked 
to gold. 

It may be objected that it is not the technical legal position that matters 
but the spirit in which the plan will be managed. The argument put forward 
by Sir John Anderson in winding up the Commons debate on the Joint State- 
ment is that the sterling gold parity would not be rigidly fixed but elastic 
and adjustable. ‘It is not a question of chaining the national currency 
to gold,” he declared. “It is a question of keeping national currencies in 
relation to gold by what we might describe as an adjustable link. They ar 
kept in relation, but the link which joins them is a variable one and the scheme 
is designed to facilitate (sic) the adjustment of exchange rates where funda- 
mental disequilibrium of exchange has arisen.’’+ It is not easy to follow the 
logic of the argument that suggests that by fixing legal parities and*making 
their changes dependent on the consent of an international body their adjust- 
ment has been made easier than it would be in the absence of the proposed 
new arrangement. 

This brings us to the fundamental question: To what extent will it be 
possible in practice to devalue sterling if it should become overvalued ? Under 
an old gold standard it was only with much reluctance that the countries of 
standing decided to depart from their legally fixed parities. It was for this 
reason that between 1931 and 1939 the Government refused to yield to 
pressure in favour of the re-sta bilization of ste rling. Even though it was kept 
very stable for long periods—especially after the conclusion of the Tripartite 
Currency Pact of September 1936—the Government preferred not to link 
sterling to gold, for fear that once this were done it would become once more 
very difficult to devalue if necessary. 

Is there any reason to believe that this difficulty will be overcome through 
the application of the Bretton Woods Plan? Under it, it will be no longer 
sufficient to overcome our own reluctance to depart from the legal parity. 
It will also be necessary to overcome the reluctance of the Executive of the 
Fund to allow us to devalue. 





t Hansard, May roth, 1944, Col. 2040 
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30th Sir John Anderson and Lord Keynes suggest that the adoption of the 
Plan would introduce a new conception under which parities would be changed 
as a matter of course whenever there is fundamental disequilibrium to justify 
the change. No doubt this is the policy the Government would like to pursue. 
Under the new Plan it will no longer depend on the Government, however. 
The Executive of the Fund will have the last word on any devaluation in 
excess of 10 per cent. from the original parities. Does the letter and spirit 
of the Plan suggest that those upon whom the majority decisions of the 
Executive depend share the views of Sir John Anderson and his chief advisers 
on the elasticity of parities ? The answer is unhesitatingly in the negative. 

Surely, if there had been such a fundamental change of conception it would 
have been expressed in a declaration of ee he embodied in Article I, stating 
the purposes of the Fund. Yet Clause 3, dealing with the question, does 
not even mention anything about the alleged new principle. It lays stress 
on the aim of promoting exchange sté ibility (exactly the opposite of adapt- 
ability) and on the avoidance of competitive exchange depreciation. This 
is in accordance with the American conception of the new Plan, declared on 
innumerable occasions by all official spokesmen from Mr. Corde ll Hull and 
Mr. Morgenthau downws urd. They invariably refer to the Plan as a “ stabiliza- 
tion Scheme.” Supporters of the Plan on this side would be at a loss if they 
were called upon to quote a single authoritative American statement that would 
confirm the British official interpretation according to which the aim of the 
Plan is not stability but elasticity. 

There is evidently a sharp conflict between the British and American 
interpretation, a conflict which is bound to come to a head if the Plan is put 
into operation. At present the two Governments seek to smooth things over 
by pretending in public to ignore each other’s point of view. The Plan is 
presented to the American public by the United States Government as a 
triumph of the American policy aiming at the stabilization of the parities, 
while at the same time it is presented to the British public by the British 
Government as a device to facilitate changes in parities. To put it in a 
nutshell, the Bretton Woods system is welcomed as a gold standard in the 
United States and (according to Lord Keynes) “ exactly the opposite ” of 
the gold standard in Great Britain ! 

Clearly, this will not do. Sooner or later the public on both sides will find 
out, from the way the system will operate, whether it is the gold standard 
or the opposite to the gold standard. On the first occasion on which sterling 
becomes overvalued it will become evident whether IV (5) will be interpreted 
according to the british or American interpretation. The Executive of the 
fund will have to take a decision whether or not fundamental disequilibrium 
prevails. That decision will be a political decision, not a technical one. In 
the absence of a definition of the precise meaning of fundamental disequilibrium, 
and of objective indices with whose aid to ascertain whether such dis- 
equilibrium prevails, there will be a practically unlimited scope for opinions 
whether a currency is overvalued. At Bretton Woods the powers of the 
Fund to decide arbitrarily whether there is fundamental disequilibrium were 
further increased compared with the Joint Statement. Under the earlier 
draft this Fund was to be under obligation to authorize a devaluation if there 
was fundamental disequilibrium. Under the revised Plan it is under obligation 
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to do so only 7f zt ts satisfied that there is fundamental disequilibrium. In 
plain E nglish, the Fund will be under obligation to authorize a devaluation 
if it chooses to consider itself under obligation. 

Let us assume for the sake of argument that the present U.S. Authorities 
intend to apply IV (5) impartially. But situations might easily arise in 
which irresistible pressure would force them or their successors to use their 
voting power (and that of other Governments depending on American goodwill) 
for the prevention of a devaluation of sterling in all circumstances. Let us 
envisage a fall of American prices and costs through a deflationary policy, 
without a corresponding fall in British prices. The result will be an over- 
valuation of sterling. American exporters will be able to undersell their 
British rivals in Latin-America and elsewhere. This stimulus to exports will 
partly compensate American industries for the contraction of their home 
markets. Many of the millions of American workmen who would lose their 
job because of the deflation of the purchasing power of the American public 
may be retained in employment thanks to the advantage gained abroad by 
the overvaluation of sterling. Now let us honestly envisage the reaction in 
the United States to a British demand for an authorization to devalue sterling. 
If the Fund agrees it would mean a further aggravation of the deflationary 
depression in the United States, because American exporters would no longer 
be able to undersell British exporters. Political pressure on the Administration 
to use its influence in favour of a decision against a devaluation of sterling 
would become irresistible. 

Precisely because the new Plan is now presented to the American public 
as a victory of the conception of rigid parities it will then be very difficult 

for the United States Authorities to consent to a devaluation of the pound 
that would be contrary to the immediate interests of American trade. And 
if, as seems probable, the majority of the votes on the Executive are cast 
wainst granting permission to devalue sterling, then it will become evident 
that, after all, the adoption of the Bretton Woods Plan has chained sterling 


to its parity. This will be all the more the case as disobedience to the ruling 
of the Fund might _ the application of boycott against this country 
under Article XI, the mere threat of which would deter most countries from 


devaluing against the nies of those who control the majority vote on the 
Fund. 

Sooner or later a situation is bound to arise in which it becomes evident 
that it is not the British conception of elasticity but the American conception 
of rigidity that will prevail. It seems, therefore, justified to assume that, 
in addition to corresponding technically to the main characteristics of the 
old standard, the Bretton Wo \ds Money Plan will also be ap plied in a spirit 

it is hostile to changes of parities. It will then become obvious that in 
ubstance as in form the new system will be largely identical with that of the 
old gold standard. 

In the interest of avoiding a grave British-American misunderstanding 
after the war it is of the utmost importance that the two Governments should 
agree on an identical interpretation of the Plan. To adopt it while harbouring 


sit 


diametrically opposite intentions about its application would be asking for 
hieicual 
trouble 
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Nothing of the Kind ! 
By the Editor 


S Dr. Einzig says, nothing could more conclusively turn British public 

opinion against the Monetary Fund Scheme than the belief that it repre- 

sented a return to the gold standard. Since, with all respect to Dr. 
Einzig, there is in reality no basis for such a belief, it is clearly most important 
that this bogey should be laid once and for all. It is possible to argue that 
we should not enter into a multilateral plan at all, but instead should base 
our external trade relations on bilateralism, for these are the two real alterna- 
tives. Once it is accepted, however, that we are to have a multilateral system, 
then it must also be admitted that the Monetary Fund scheme is essentially 
a good one; for it contains a flexibility that makes it, as Lord Keynes has 
contended, in all important respects just the opposite to the gold standard. 
It is significant that no professional economist has come forward to contradict 
the assurances given by Lord Keynes and Sir John Anderson that the scheme 
does not in any way involve a return to the gold standard, and there is in 
fact no doubt that the official view is the correct one. Since public opinion 
is liable to be unfairly prejudiced by assertions that the country is being 
tricked back on to a gold standard, however, it is necessary to go over thi 
elementary arguments once again 

The all-important point to bear in mind when considering this question is 
that the essence of the gold standard has very little to do with gold as such ; 
it consists in the policy of maintaining a fixed rate of exchange between 
monetary units—and by fixed is meant fixed. The expression of each 
monetary unit in terms of a fixed quantity of gold, and the international 
transfers of gold which take place whenever the market rate of exchange 
moves outside the gold points, are nothing more than technical devices for 
putting into effect this basic policy of exchange fixity. Unless the exchange 
rate is to fluctuate from day to day it is necessary to have some means of 
obtaining foreign currencies other than by current exports of goods and 
services. Any gap between the current supply of and demand for foreign 
exchange can be filled by ’ borrowing or by drawing on external assets of any 
kind. It simply happens that gold, with its universal acceptability, is a 
particularly convenient form in which to hold external liquid reserves. But 
a policy of fixed exchange rates could obviously be followed even if gold had 
never been discovered, since various technical alternatives to gold shipments 
are available for the maintenance of parities. One such technical expedient 
is the mutual exchange of credit facilities between member countries repre- 
sented by the quotas under the Monetary Fund scheme. 

Now, whereas the essence of the gold standard is that exchange rates shall 
be absolutely fixed, and domestic economic policy be subordinated to the 
maintenance of the external parity, the essence of the Monetary Fund plan 
is that the parities fixed are from the outset recognised to be purely provision al 
and are subject to change whenever a currency can be shown to be in “ funda- 
mental disequilibrium ” at the ruling rate. Until such a disequilibrium has 
developed, however, steps must obviously be taken to maintain the parity 
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in force ; and it is quite clear that such steps must have essentially the same 
nature as the gold standard technique of using gold reserves to prevent 
fluctuations outside the gold points. That part of Dr. Einzig’s article which 
seeks to show similarities between the Monetary Fund scheme and the gold 
standard is, therefore, largely beside the point. Such similarities must 
inevitably be present in any system aiming at some measure of exchange 
stability, however elastic and however much subject to revision.* 

Stability is not, as Dr. Einzig contends, the opposite of adaptability. 
The opposite of stability is instability, and the opposite of adaptability is 
rigidity. The essential feature of the gold standard is that a continuing 
loss of gold should set in motion internal adjustments (such as the raising 
of Bank rate and credit contraction) designed to check the outflow of gold 
by restoring equilibrium in the balance of payments. The’ essence of the 
Monetary Fund scheme is that a continuing draft on quotas should operate 
simply as a signal that a fundamental disequilibrium exists and must be put 
right by a change in parity. Moreover, the gold standard assumption that 
internal economic policy must be adapted to correct a loss of gold meant that 
any large country following a mercantalist policy (i.e. under-importing and 
hoarding gold) could force deflation on the rest of the system. To obtain 
gold for shipment to the hoarding country other countries would be impelled 
to cut imports all round, leading to a deflationary spiral in international trade 
as a whole. The extremely important provision contained in the Monetary 
Fund scheme for exchange restrictions against the exports of a scarce-currency 
country, on the other hand, confines the deflationary impact of persistent 
under-importing to direct trade with the persistent surplus country. Trade 
between members whose currencies are not scarce can go on as before. The 
volume of international trade, as a whole, will naturally be reduced by the 
restrictions imposed on the exports of the persistent surplus country ; but 
if any country is so misguided as to run a persistent export surplus, this must 
be accepted as a fact which cannot fail to have some deflationary impact. 
The important thing is that the Fund provision is calculated to re ‘duce that 
deflationary impact to the unavoidable minimum and to render impossible 
a secondary deflationary spiral. 

It is difficult to accept, or even to follow, the sinister construction which 
Dr. Einzig places on IV 4 8, which provides that members which freely buy 
and sell gold at parity prices shall be deemed to be permitting free exchange 
transactions in foreign currencies. In practice, this means that a country 
which possesses a gold reserve and is willing to use this (instead of drawing 
on its quota) to maintain its currency at the parity in force for the time being 
is taking all the action needed to make that parity a reality. It is easy to 

e how this works, because the eopasaapenar is in fact identical with that of 
the gold standard. If in the exchange market of the country permitting free 
sales of gold other currencies rise to a premium over their par value, then 
the shipment of gold will become the cheapest means of obtaining foreign 
exchange. Such shipments will be brought about automatically through the 
normal price RTO and will prevent the exporting country’s currency 
from depreciating below the lower parity limit. 

[f the scheme is in full operation _ the ‘re can be no such things as “ weak ”’ 


* On all this see “‘ The Fund Under Fire,” THE BANKER, June I 44 
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currencies or “ frozen’’ balances in them. But leaving this question aside, 


how can it possibly be contended that IV 4 } exposes countries which do not 
permit free gold dealings to the danger of becoming the dumping ground for 
such balances ? Let us suppose that the rate fixed for the drachma is above 
the equilibrium level, so that a ee of this currency will be needed in 
the near future. In this event, Greek imports will exceed exports and Greec 
will have to obtain sterling by a wing on her quota with the Fund. This 
means that the surplus drachme will pile up with the Fund, not in the United 
Kingdom. If this process does not take place directly it will be brought about 
indirectly by the need to comply with VIII 4 a, which lays down that a member 
country shall buy balances of its currency held by another member provided 
these balances have been recently acquired on current account. (It will bi 

wire that the country requesting conversion does not need to show that 
this is needed for making payments for current transactions. Until the dis- 
equilibrium is corrected by a reduction in the drachma parity no such need 
can normally arise, because Greek exports will be too dear to attract sufficient 
demand ; but the need to make payment for current transactions is merely 
an alternative ground for demanding compliance with the obligation to convert.) 

All this means that any exchange risk would remain with the Fund and 
not with individual members. But in reality the e xchange risk is eliminated 
entirely by IV 8, which requires that if a currency is devalued or depreciates 
the member “ shall pay to the Fund within a reasonable time an amount of 
its own currency equal to the reduction in the gold value of its currency held 
by the Fund.”” In other words, by a reduction in parity a member country 
is enabled to put its current balance of payments in order again when a funda- 
mental disequilibrium has arisen, but it is not permitted to walk off with a 
windfall on capital account by reducing the exchange liability arising out of 
its previous import surplus. There can be no doubt that this is a highly 
salutary provision. Admittedly, it affords some discouragement to applic: - 
tions for a reduction in parity, and might, therefore, have been cited by Dr. 
Einzig as tending to reduce the flexibility of the Fund Scheme; but its 
existence, coupled with VIII (4a), completely disposes of his apprehensions 
about Great Britain having to finance “ the export surplus of the richest 
surplus countries to the poorest deficit countries.”” Such a conception is in 
any case quite incompatible with the concept of equilibrium rates of exchange, 
which it is the whole object of the Plan to establish and to maintain by timely 
revision when necessary. 

One is more in sympathy with Dr. Einzig’s apprehensions that the 
diametric opposition between the typical British and American approaches 
to monetary questions may lead to conflict. This is admittedly a very serious 
problem ; but it is one which can easily be exaggerated. In the first place, 
the British conception of the scheme, as one designed to secure flexibility and 
not rigidity, as fully justified by its technical provisions. The all-important 
safeguards that the Fund shall take for granted the domestic policies of any 
member applying for a change of parity, and that exchange restrictions may 
be imposed against the exports of a scarce currency country, are retained in 
the Final Act in essentially the same form as in the Joint Statement of April 
last. It is perhaps to be regretted that no reference to the making of orderly 
exchange adjustments appears in Article I, but this does not alter the fact 
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that elaborate provision is made for them in IV (5). In any event, an un- 
corrected over-valuation would be inconsistent with the orderly exchange 
arrangements which are specified as an object of the Fund, and it is only 
competitive depreciation which is quite rightly outlawed. Moreover, pro- 
moting exchange stability is not at all the same thing as enforcing rigidity. 

As to the spirit in which the scheme will be worked, Dr. Einzig argues 
that it will in fact operate as an even more rigid form of gold standard, because 
a country desiring a reduction of parity will not only “have to overcome its 
own reluctance to devaluation (as in the inter-war period), but in addition 
has to secure the concurrence of the Fund. There may still be countries, 
such as the United States and some members of the former Continental gold 
bloc, which would still be more reluctant to change the external parity of 
their currency than to see unemployment mounting to slump levels; but it 
is quite certain that this country would no longer be prepared to make so 
suicidal a choice. Reluctance to devalue, which quite rightly was extremel: 
ereat under gold standard conditions, would now be very slight i in this country 
if a fundamental oe should arise. Within the past decade the 
whole climate of public opinion towards economic policy has been trans- 
formed by the spread of Keynesian ideas. But in addition the mere existence 
of the Fund operates as advance notice that changes in parity are to be 
expected when currencies get out of line. 

Under the new arrangements such changes will have nothing like the 
disruptive effect of a devaluation under a gold standard. For one thing, in cases 
where the Fund agrees to a change in parity, this rules out of account any 
mistaken retaliation by other countries, since the Fund’s decision operates as 
a guarantee that the depreciation is not a competitive one, i.e. that it is 
needed to correct a disequilibrium which has already arisen and is neither 
designed nor calculated to give a temporary stimulus to the exports of the 
dev aluing country at the expense of exporters elsewhere. 

To argue that the Fund is under obligation to permit a change of parity 
only if it chooses to consider itself under such an obligation is in any event 
altogether too cynical. It may not be easy to de fine a fundamental dis- 
equilibrium (though one wishes the attempt had been made). But if such a 
disequilibrium does exist, it will reveal itself in one incontrovertible piece of 
objective evidence, and that is a continuing draft on the quota (or other 
liquid assets) of the country concerned. For a time it might be possible 
for influences opposed to any changes in parity to portray a loss of exchange 
as due to transitory factors such as a poor harvest or to a withdrawal of 
capital. But once the drain has been shown to have its counterpart in current 
transactions, then its mere persistence is the conclusive test of a fundamental 
disequilibrium, whose existence must at some point be admitted.* 

What is to be the attitude of the American representatives at this point ? 
According to Dr. Einzig, they will refuse to acknowledge the facts themselves, 
and will compel a majority of the Fund’s Governors to accept their view, in 
order that the United States may continue to enjoy the stimulus to employ- 
ment of an export surplus. The graphic reference to millions of American 


* The provision that the Fund must be satisfied that a fundamental disequilibrium exists 
is manifestly a purely verbal change, since nobody ever envisaged that the decision on this 
point would be taken by the member applying for a parity change 
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workers who would be thrown out of employment by the restoration of 
equilibrium suggests that the case Dr. Einzig really has in mind is an under- 

valuation of the dollar, that would render this a scarce currency to be designated 
as such, rather than an over-valuation of some other individual currency, to 
be corrected by a depreciation. Leaving this aside, however, it is clear that 
his argument imputes to the Americans a highly equivocal attitude towards 
international obligations. On this basis, of course, no document at all could 
ever be sufficiently watertight and any attempt at concerted international 
action would be sheer waste of time. Most people will feel, too, that Dr 

Einzig’s assessment of the value of the safeguards in the scheme is based very 
largely on his conception of the spirit in which it will be worked. If th 
Fund is to be merely a disguised instrument of economic warfare, then 
obviously no paper safeguards are of any value whatever. If, on the other 
hand, the Fund is to carry out its task in the spirit of the Conference, then 
there is equally no doubt that the safeguards are technically fully adequate. 
In the last analysis, in other words, Dr. Einzig’s criticisms impugn both the 
good faith of the United States and the competence of the British delegation 
[s either really in question ? 


The Bank of England as an Independent 


Central Bank 
By E. Victor Morgan 


HE idea of an independent central bank is so familiar in this country 

that it is easy to take it for granted. Yet if we can imagine a visiting 

economist, familiar with the basic principles of economic theory yet 
ignorant of the past two and a hi lf centuries of British history, such a visitor 
would probably find it surprising that one bank should be set above all 
others, should do the business of the State, issue the currency, stand in much 
the same relation to other banks as they do to their customers, and exercise 
a controlling power over money and interest and prices, and so over the whole 
economic life of the nation. If our visitor could accustom himself to the 
existence of such power, he might well expect it to be vested, like the ancient 
prerogative of coinage, in the State itself. That it should be given over to 
a corporation representing some seventeen thousand private individuals 
would seem the most surprising thing of all. 

In recent years such views as these have, in fact, been expressed by a 
number of critics of the Bank. The Bank has been blamed, often unfairly, 
for most of the troubles of the years between the wars; it has been accused, 
usually without the formality of producing evidence, of putting the interests 
of ‘the City” before those of the nation. Its Left-wing critics regard it as 
monstrous that so much power should reside in a private corporation; and 
in any scheme of public ownership and control the banks, both central and 
commercial, are among the first institutions marked down for nationalization. 
We shall revert to these views later, but first it may be interesting to see 
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something of what was in the minds of a few of those who played their part 
in putting the Bank where it is today. 

When a needy Government sold the right to issue notes to a specially 
created corporation of City merchants, it had certainly no idea that it was 
creating a central bank. Two thoughts were uppermost in the minds of 
Charles Montague and his colleagues. The first and most important was 
to raise money for present needs and, incidentally, to create an instrument 
whereby yet more money might perhaps be raised in the future. The second 
was to make sure that the Crown did not use the new corporation to obtain 
money without the sanction of Parliament ; hence the provision in the Charter 
that the Bank might not buy ropes lands nor lend to the Crown “ upon 
Funds not having Loan of Credit,” i.e. not voted for the purpose by Parliament. 

The gradual development of ce entral banking functions was due partly 
to grants of privilege by the State, and partly to the actions of the London 
bankers in ceasing to issue their own notes, opening accounts with the Bank, 
and coming to rely upon it, directly or indirectly, as lender of last resort. 
All this took place very gradually, and it was not until a century after its 
foundation that much public attention was directed to this aspect of the 
Bank’s activities. In the first half of the nineteenth century, however, it 
formed the subject of a good deal of discussion. Many writers accepted the 
existence and special position of the Bank, and merely sought to induce it to 
follow whatever policy they happet ned to favour, but there were others who 

hostile to its very existence. These latter fall into two groups, the 
advocates of “‘ free trade in banking ” and those of a national bank. 

The “free trade in banking” policy never found much support among 


leading writers, but it was represented in Parliament by a small but vocal 
group led by Joseph Hume. The time oP n this group came nearest to success 
was nyeerd the crisis of 18 25, when they had Lord Liverpool on their side. The 


Bank tried to secure a prolongation of their charter . return for the limitation 
of th ‘ir monopoly wn a radius of 65 miles from London, but Liverpool coldly 
replied that “ such privileges are out of fashion.”” In the debates which 
followed in Parliament he frankly expressed his regret that his bill was a 
half measure “‘ because they had the chartered rights of the Bank to contend 

with,” and his opinion that “ they should go further whenever th y could.”’ 
IL id Liverpool been alive and in office in 1833, the history of the Bank might 
have been very different. 

Col. Torrens, the author of the principle of the fixed fiduciary issue, worked 
out a scheme for the application of that principle to a system of multiple 
issues. Most people, however, believed this to be impracticable, and Peel, 
in the debates on the Charter Act of 1844 commented that the virtue of free 
trade was that it produced an abundant supply at the lowest possible price, 
just what one wanted in the case of commodities, but just what one did not 
want in money. In later years, it was ge nerally agreed that we were too 
deeply committed to the principle of ce ntral bé unking to turn back ; but even 
Bagehot emphasised that the Bank’s position was an artificial one due to a 
combination of historical accidents and government interference, and declared 
that the most natural system was one in which each bank kept its own reserves. 

More formidable than the free bankers were those who wished to replace 
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the Bank of England by a national bank. Sir John Clapham quotes a 
pamphleteer who, as early as 1708, argued against the renewal of the Charter, 
and asked why the Government should not “ freely exert its own credit.” 
But the serious discussion of a national bank, like that of free trade in banking, 
belongs to the second quarter of the nineteenth century. The atmosphere 
in which these projects thrived was that of resentment against the Bank 
occasioned by the post-war depression and the crises of the 1820s and 1830s. 
A number of writers pointed out, quite convincingly, that the Bank had 
made serious errors of judgment at various times during these years. Others, 
more sensational, greatly magnified both the importance of these errors and 
the eon of the power which the Bank possessed. 

\ good example of the latter are three bankers from Manchester, Messrs. 
Smith, Dyer and Hart, who appeared as witnesses before the Select Com- 
mittee of 1832, and indulged in a long tirade against the Bank. ‘‘ The Bank 
of England enjoys a secret and despotic influence to control the destinies of 
our commerce, which we feel to be a most pernicious one . . . whatsoever 
law there may be relating to the currency of the country, it ought not to be 
left in the power of that. individual company so to control the interests of 
commerce.”” They go on to accuse the Bank of exerting an arbitrary influence 
on the value of money by expanding and contracting the circulation, they 
assert that this was in great measure the cause of ‘ “all the great periods of 
panic and disaster to our commerce,”’ and conclude by giving their opinion, 
“that such a power, which is constantly in action, has been devised for the 
interest of the Bank without any regard for the interest of the public.” It 
is with little surprise that we learn later that these gentlemen had previously 
been refused discount facilities by the Bank to which they considered them- 
selves entitled. 

Similar ideas were expressed in the House of Commons by Poulett Scrope 
in opposing the second reading of the Bank Charter Act of 1833. He com- 
plains that the Bank “ would be enabled to command the whole monied 
transactions of the country ”’ and that, ‘“‘ Napoleon Bonaparte, with his system 
of prefects and sub-prefects, did not establish a more complete system of 
tyranny than would be given to the Bank by this bill.’ 

The idea of conflict “between the private and public interest was worked 
out more closely by Samson Ricardo, brother of the more famous David. 
In 1838, he republished his brother’s ‘‘ Plan for a National Bank,” with some 
additional remarks of his own, in which he criticises the Bank’s application 
of Horsley Palmer’s famous rule that “‘ in a time of full currency”’ the Bark’s 
gold should be about one-third of its liabilities. Whenever the treasure 
approaches one-third of the liabilities, the Bank, for its own profit, adds to 
its securities, and thereby encourages speculation; when this speculation 
has proceeded to a great dcgree, the Bank raises its discount rate, which brings 
it further profit, but tends to cause alarm; then, perhaps, alarm turns to 
panic, and there is a great increase in the demand for discounts from the 
Bank, which means yet more profit as a result of the public distress. Thus the 
Bank’s quest for profit is continually leading it into courses opposed to the 
public interest. So, in brief, runs Ricardo’s argument. 

A number of projects for remedying these supposed evils were put forward, 
of which easily the best known is David Ricardo’s plan already mentioned, 
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published in 1824. Ricardo, disgusted no doubt by the Bank’s failure to 
follow the advice with which he had plied it for so long, suggested that on 
the expiration of the charter it should lose its position as banker to the 
Government, and that both Bank of England and private bank notes should 
cease to circulate. The Government should appoint five commissioners, 
who would issue notes up to £25 millions with which to pay off the Bank 
and accumulate a reserve of gold and securities. The commissioners were 
to be independent of the Government, and were not to lend to it, though 
they might buy and sell Government securities. Apparently it was not 
intended that the commissioners should discount bills, or act as lender of last 
resort. The scheme would thus have deprived the Bank of the very foundations 
of its position as a central bank, while the new institution would have exercised 
central banking functions only to a very limited degree. 


This plan, or some modification of it, received a great deal of attention 
during the next twenty years. Torrens, who spoke against the renewal of 
the Charter in 1833, suggested as an alternative—one of the several schemes 
emanating from his fertile brain—the setting up of a Government bank, which 
should issue £29 millions of inconvertible notes and also convertible notes in 
exchange for gold. At one point Overstone toyed with the idea, and Tooke— 
though always against it—admitted that the Ricardo plan “‘ has much to 
recommend it, and that it would be entitled to a decided preference over 
any other in the event of the non-renewal of the Bank of England Charter.”’ 
But strong as was the support for a national bank, there were many defenders 
of the status quo. In former times a strong argument against such a bank 
would have been that it might be used by the executive as a source of extra- 
parliamentary finance, but that fear was now out of date. Another fear, 
that a national bank might be used by an insolvent Government for inflationary 
borrowing, leading to the depreciation of the currency, was still very much 
to the point, as the history of the French wars had shown. 


The Treasury had acquired the habit of presenting bills for payment at 
the Bank, even though there was no fund specifically assigned by Parliament 
to meet them, and no Government balance out of which to pay them. To 
quieten Governor Bosanquet’s scruples as to the legality of this, Pitt had in 
1793 introduced a special Bill, which became law a few weeks after the declara- 
tion of war with France. Thenceforward Pitt’s demands for loans became 
inordinate, though the directors did their utmost to resist, and there is no 
doubt that this excessive borrowing was an important contributory cause of 
the suspension of cash payments in 1797. Throughout the war, the Bank’s 
advances to the Government continued very large, and afterwards, when 
resumption was in question, the directors insisted on a large measure of re- 
payment. Peel’s Act in 1919 provided for the repayment of no less than 
{10 millions by the Government, and shortly afterwards another Act forbade 
the Bank ever to lend to the Government for more than three months without 
express Parliamentary sanction. 

There was no doubt that the Government had made use of the Bank to 
pursue a policy which had greatly exaggerated the wartime price rise, and 
if this could happen in face of the often spirited resistance of a body of in- 
fluential and quite independent directors, how much worse a situation might 
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arise with a bank controlled by five Government nominees? This was one 
important point in favour of an independent bank of issue. Another, strongly 
insisted upon by Tooke and the “‘ Banking School,” was that a national bank 
would of necessity be more fettered by rules, and would enjoy less discretion 
in its operations. This, Tooke argued, would produce a more rigid limitation 
of credit, and a greater rise in interest rates in time of alarm, with the con- 
sequent aggravation of the crisis. 


The Bank Charter Act of 1844 was a triumph for the Bank, and for the 
rest of the century little is heard either of a national bank or of free trade in 
banking. Such controversy as there was centred around the virtues of the 
Bank Charter Act and the principle of the fixed fiduciary issue, rather than 
about the existence of the Bank itself. This was partly because some at least 
of the supporters of the Act of 1844 believed that they had reduced central 
banking to a matter of routine, and deprived the Bank of that discré tionary 
power to which its critics so much objected. But more important was the 
fact that the Bank was rapidly gaining in wisdom and experience ; that 
during the later years of the century it discharged its duties in a manner 
which gave very general satisfaction ; and that in so doing it gained a prestige 
and authority in the public estim: ition far greater than it had ever enjoyed 
before. In the last years of the century the Bank really merited the words 
which North had used rather flatteringly a hundred years before, ‘‘ from long 
habit and usage of many years . . . a part of the constitution.” 


From this high water mark of popularity, we turn again to the modern 
reaction, and the criticisms which we noticed at the beginning of this article. 
It is at once apparent that there are some interesting similarities between the 
years 1818-44 and 1918-44. In the present century, as in the last, the Bank 
has had to struggle to adjust its technique to great changes in circumstances ; 
there have been great economic fluctuations and prolonged depression, and 
these have created an atmosphere of resentment, in which the Bank has 
received more than its fair share of blame. The old accusation that the Bank 
enjoys more power than ought to be entrusted to any company of private 
persons has been revived. So, too, has the complaint that the Bank’s own 
interests are in conflict with those of the community, though it is difficult to 
see just where that conflict arises, and we are seldom offered any concrete 
examples. 

Projects for a national bank have again been well to the fore, though we 
are not aware of anyone having suggested a return to free trade in banking. 
A Bill to nationalize the Bank was actually introduced in Parliament in 19206, 
but was thrown out for not complying with standing orders. Under this 
scheme the directors were to be replaced by a council of seven nominated 
by the ¢ hance llor of the Exchequer, and the shareholders compensated by the 
issue of a 5 per cent. stock. Nationalization ~ always figured promine ntly 
in the programmes of the Left, but recently a “ plan for a national — 
has come from a more surprising source. The Economic Reform Club, i 
its pamphlet “A Twentieth Century Economic System ”’ suggests, by on 
of preparation for the peculiar monetary policy which it advocates, that 
‘The Bank of England should be converted into a Public Utility Company 
with a Governor and Deputy-Governor only removable on a Petition of both 
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Houses to the Crown, for misconduct . . .” and “‘ That this National Central 
Bank should be the sole Bank of Issue of all sorts and kinds of purchasing 
media, whether metallic, paper or book-entry.’’ Surely this must be the 
only direction in which members of the Economic Reform Club can claim to 
be following in the footsteps of the great Ricardo. 

Though the advocates of a national bank have been vocal enough, com- 
paratively little has been heard on the other side. This is, no doubt, partly 
because the Bank is so strong as to have no need of a champion, but something 
must be allowed also for the intellectual climate in which we live. The 
sovereign state is held in very great respect. It is not fashionable to suggest, 
as did the great economists of the last century, that there are many things 
including banking, which are unlikely to be well done by a Government 
Department. «ti! less is it fashionable to suggest that too much power is 
as bad for governments as for individuals, that it is all to the good that in 
some directions the State should have to share power with its individual or 
corporate subjects. Yet both these old-fashioned ideas contain more thar 
a grain of truth. 

If the demand for a national bank is not much stronger than it is, this 
is not due to force of argument but chiefly to the action of the Bank itself, 
which has established the most intimate contacts with the Treasury and has 
made itself, in the best sense of the words, the good servant of the State 
As Montagu Norman said at the Mansion House dinner of 1936, the Government 
has only to make known its will upon any matter, and the Bank will do it. 
At the same time, the Bank has shown great energy in adapting itself to 
changing circumstances. It has undertaken a great range of additional duties ; 

has extended its contacts, not only with the Treasury but also with th 
commercial banks, the money market, the foreign exchange market and with 
a wide range of industry; it has established cordial working arrangements 
with foreign central banks, especially the Federal Reserve System. Its 
directors are no longer chosen exclusively from London merchants and 
merchant bankers but include representatives of nation-wide industry and 
commerce, and even professional economists ; it has prolonged the term of 
office of the Governor indefinitely, chosen Deputy-Governors from former 
members of its staff, and appointed a number of full-time directors. All 
these are great breaches with tradition, and show that the Bank retains an 
adaptability very youthful for its two hundred and fifty years. 

All this has de stroyed much of the force of the criticism usually made 
against the Bank, since there is hardly more possibility of a dispute between 
the Bank and the Government than there would be between the Government 
and a national bank of its own creation. It might also be argued that the 
Bank has sacrificed the advantages as well as removing the disadvantages 
of independence, but this is by no means wholly true. It is not merely a 
matter of whether or not Government policy is fulfilled, but of how well it 
is fulfilled. Still more, it is a question of the advice which the Government 
receives when policies are still in the formative stage. It is in these two 
respects, and especially the latter, that, in the opinion of the present writer, 
an independent central bank still enjoys a decisive advantage. 
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War Finance in New Zealand 
By J. H. Lawrie 


HEN one is considering financial problems within the British Empire, 
V\ one is apt nowadays to think primarily of the piling-up of sterling 
balances and repatriations of debt that have been effected by several 
of the Empire countries. During the war, New Zealand has repatriated a 
small amount of debt (if temporary advances by the United Kingdom Govern- 
ment for war expenditure under the Memorandum of Security Agreement 
are excluded) and her sterling balances have increased, like those of other 
Empire countries, but in comparison with some of them the movement has 
been negligible. Why is this? New Zealand is, of course, a small country, 
but the value of her overseas trade per head of population is the highest for 
any country in the world. The primary products of which her large exports 
almost entirely consist are goods for which there is inevitably a strong demand 
in wartime. Throughout the war there has been a steady demand for all 
her produce, the prices have been higher than they were before and, thanks 
to the efforts of the Royal Navy, shipping has been made available to transport 
the goods to the buyers. Why is it, then, that the total of New Zealand’s 
net overseas debt has shown a relatively small reduction ? 

The fundamental reason is to be found in the preponderance of primary 
production amongst the Dominion’s industries. As a result of this, it has been 
necessary to import much machinery and raw material in order to enlarge, 
or even in some cases to start, secondary industries for the production of 
munitions of war; also, especially since war began in the Pacific, there have 
been big imports of war equipment. Moreover, the imports have been bought 
at prices far above their pre-war level, whereas almost the whole of the exports 
have been sold to the United Kingdom Government at prices which, though 
higher than before the war, have not been substantially higher. The im- 
portance of this price factor in connection with lend-lease operations will be 
discussed later. 

Apart from payments for imports, New Zealand has made large overseas 
payments for the upkeep of the New Zealand Division which has made history 
in North Africa and elsewhere. Advances for this purpose are originally 
made by the United Kingdom Government under the Memorandum of Se curity 
Agreement, but New Zealand makes repayments from time to time, and a 
large amount of sterling has been consumed in this way. 

Another factor which has prevented New Zealand from amassing excessive 
sterling balances, as other exporting countries have done, has been the fall 
in production which has occurred in the last few years. For instance, it 
has been estimated that the butter-fat production in the 1943/44 season was 
more than 16} per cent. lower than in the previous one, and this follows reduc- 
tions of 7 per cent. in 1942/43 and 6 per cent. in 1941/42. Up to March 11, 
lamb and mutton killings showed a decrease of nearly a million carcases 
compared with the previous season. So serious has been the fall in production 
that rationing of butter and meat has been introduced in New Zealand to 
assist in supplying the people of the United Kingdom with the food that they 
require. This fall in production has been due partly to bad weather conditions 


mh A 


— ~ Fp A wt eee OS 


ad 


~~ —— —— 45 Oo*tlClUDhlCURDO UCPC el SCOR 


> ae 


— se Om 





d 


<S 


rt 


io i 


a 





WAR FINANCE IN NEW ZEALAND 129 





and partly to a shortage of man-power and of fertilisers. 

From now on, the effects of prices and of the level of production may well 
show a different trend. As a result of agreements recently made with the 
United Kingdom Government, there are to be substantial increases in export 
prices and, so far as production is concerned, the New Zealand Government 
has taken drastic steps to arrest the fall. The virtual disappearance of the 
Japanese menace to New Zealand has greatly reduced the requirements of 
home defence, and large numbers of farm workers are now being released 
from military duty. A rural housing scheme is being introduced, payment 
to producers of butter-fat is being increased, and subsidies are to be given 
to encourage the production of pork and bacon and the building-up of dairy 
herds. 

The agreements recently concluded between the United Kingdom and New 
Zealand Governments are understood to provide for the purchase by the 
former, during the next four years, of all New Zealand’s exportable production 
of butter, che ese, and meat, and the prices, at any rate during the first two 
years, are to be considerably higher than those now ruling. The price for 
butter, for instance, is being raised from 117s. to 150s. 6d. sterling per cwt. 
f.o.b., and the other increases are on a similar scale. Such increases may seem 
large, but it must be remembered that it is nearly five years since prices 
were first fixed between the two Governments, and there have been only 
small upward revisions despite the considerably higher costs (including that 
of imports from the United Kingdom) which the New Zealand producers 
have had to meet. It is estimated that these new prices will bring in an 
additional £7,000,000 sterling per annum. 

One must not be too confident, however, in making forecasts about New 
Zealand’s external trade and its effect upon sterling balances or overseas 
debt. Since lend-lease became transformed into mutual aid—since the time, 
that is, when New Zealand began supplying goods to the United States of 
America under reverse lend-lease—it has had a progressively deleterious 
effect upon New Zealand’s receipts of sterling. The lend-lease goods supplied 
by the U.S.A. are principally raw materials or war equipment, whereas New 
Zealand’s contribution to mutual aid largely takes the form of food for the 
American forces in the south-west Pacific area, The bulk of such food supplies 
would otherwise come to Britain, so the sterling proceeds that would thus 
accrue are forgone. That this item may be substantial is shown by the fact 
that, in the cabled reports of Mr. Nash’s budget speech, the total of reverse 
lend-lease in 1943/44 is given as £NZ.24,500,000, and the estimate for the 
current year as {NZ.24,000,000. 

A warning should perhaps be given here about the effect that these mutual 
aid transactions have upon the published trade figures. It seems that goods 
supplied by the U.S.A. under lend-lease are included in the import figures, 
whereas items covered by reverse lend-lease do not appear amongst exports, 
This provides a partial explanation for the astonishing turnover from an 
excess of exports of £{NZ.27,206,000 in 1942 to an excess of imports of 
£{£NZ.22,876,000 in 1943. Incidentally, there has been a further excess of 
imports amounting to £NZ,10,323,000 in the first six months of this year. 

The difficulty of making equitable calculations of the value of mutual 
aid furnished by the United Nations to each other is well illustrated by the 
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New Zealand/U.S.A. figures. President Roosevelt and other prominent 
Americans have themselves pointed out the impossibility of making monetary 
valuations of certain contributions to mutual aid, and of comparing, for 
example, the value of an aeroplane provided by the U.S.A. with the life of 
an English pilot killed flying it. Even if all such incalculable items are 
excluded from the New Zealand figures and we confine ourselves to the goods 
upon which a value has been put, we find that most of the goods provided 
by the U.S.A. are shown at prices vastly higher than those current a few 
years ago, whereas the greater part of the New Zealand contribution has 
been in goods which have been price-controlled. 

The control of prices in New Zealand has been thorough and effective. 
A stabilization scheme, including control of prices, rents, wages, and salaries, 
was introduced in December, 1942, and, although there have naturally been 
complaints of individual anomalies and injustices, broadly speaking the 
stabilization programme has been very successful and has made a valuable 

ontribution to a control of inflation probably as effective as can be found 
aie where in the world. 

Another lesson of the last war that has been well learnt concerns land 
values. During and immediately after that war, the prices at which the 
United Kingdom Government purchased New Zealand produce rose steadily 
and one of the results was a great inflation of land values. The rise in land 
values was assisted by large purchases of land by the Government for occupa- 
tion by returned soldiers. Owners of land saw a chance of getting rid of 
property which had perhaps been unprofitable for many years before the 
war, and farms changed hands at a most alarming rate. Land speculators 


ized the opportunity to make quick returns, and properties were sometimes 
bought and resold on the same day by people who had never even seen them. 
lennebewn under the Land Transfer Act, of which there were 22,496 in 1919 


for a consideration of some £{NZ.25,000,000, rose in Ig2I to 55, 746 for a total 
consideration of {NZ.82,000,000. Part of the purchase price frequently 
took the form of a mortgage, and much agra land became heavily 
burdened with mortgage debt. The estimated mortgage debt on land, which 
was £NZ.g0,000,000 vst IQI4 and it snagonns in 1918, had risen to 
{NZ.245,000,000 in 1932. When the world depression brought a catastrophic 
fall in prices of primary sei icts, the burden of mortgages became intolerable, 
and a good deal of mortgage legislation, culminating in the Mortgagors and 
Lessees Rehabilitation Act of 1936, became necessary. 

The New Zealand Government has obviously been concerned to prevent 
this war being followed by such an inflation of land values as occurred last 
time, and a year ago Parliament passed the Servicemen’s Settlement and 
I 


and Sales Act, which aims at providing not only for the acquisition of land 
for settlement of discharged servicemen, but also for the control of sales and 
leases and the prevention of speculation and undue increases in the price 
land. The Act, which is to remain in force until five years after the end 
of the war, sets up a Land Sales Court (consisting of a judge of Supreme Court 


status and two assessors) and Land Sales Committees. The Committees are 
to fix the “ basic value’ of land to be sold or leased or to be compulsorily 
icquired for the settlement of discharged servicemen; the Court will act 
as a court of appeal from the determinations of the Committees. No land 
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can be sold, transferred, or leased for more than three years without permission 
of a Land Sales Committee, and, if land to which an application relates is 
farm land suitable for settlement of discharged servicemen, the Crown has 
the right (subject to certain conditions) to take it for that purpose. It is 
too early yet to say whether the Act will be successful, but the published 
figures do indicate that it has had some restrictive effect upon the number 
and size of land transfers. 

Cabled summaries of Mr. Nash’s recent budget statement show that the 
estimated war expenditure for the year 1944/45 is lower than the actual 
expenditure for the previous year. As a result of the higher prices that have 
been fixed for exports of food, it may be that the stabilization programme 
will become more difficult to enforce, but the peak of war expenditure has 
passed, and we have every ground for confidence that New Zealand can 
continue to play a full por in the achievement of victory without running 
any risk of the financial chaos that might once have seemed inevitable from 
a war which has been costing her more in a single year than she spent on 
the whole of the last war. 





Australia’s Exchange Position 
By Paul Bareau 


HE main characteristic of the Australian monetary position is its definite 
and persistent trend towards expansion—despite valiant attempts made 
to stabilize prices, wages and costs. But, unlike some of the less favoured 
belligerents, Australia has succeeded in wedding that expansion of currency 
and credit to a considerable improvement in the overseas capital position. 
In effect, the expansion in the basic element of monetary circulation, the 
Commonwealth Bank note issue, has kept remarkably even pace with the 
accumulation of sterling reserves. This is how the two items have compared 


since 1939: 
Sterling Reserve 


Notes in and money at call 
circulation in London 
fA.m. £A. m. 
1939 weekly average .. ar <a 49.4 33.3 
1942 eS ne ie ful 102.0 62.8 
1943 © ea 8 i 141.5 82.8 
1944 May wr am iis 184.4 144.1 
1944 June 19 re oa «i — 101.9 


Taking the figures for last May and comparing them with the 1939 averages‘ 
it will be seen that the expansion in the note circulation amounted to £A. 135 
millions, while the sterling reserve rose by £A. 111 millions. To the latter 
figure, however, should be added the {11,300,000 repayment of long-term 
sterling debt effected over this period. Sterling reserves has been increasing 
more rapidly in recent months and by now the expansion in this total will 
have more than caught up with the rise in the circt ulation. 

There are three main groups of influences at work in this persistent im- 
provement of the Australian sterling reserve position. The first is the pro- 
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vision during the war of an assured market for the Commonwealth’s primary 
produce. The prices paid for these exports have been favourable and have 
been paid whether or not the goods in question have reached their destination, 
or have even left Australia. The wool clip is bought 7» toto by the British 
Government and paid for on appraisal in Australia. Surplus beef, mutton 
and dairy produce has been sold forward to the British Government until 
June 1948. The U.K. has also undertaken to purchase the whole of the 
exportable crop of sugar. 

While exports are assured and paid for by a buyer of unquestioned financial 
solidity, imports have been inevitably curtailed both by shortage of shipping 
and by the absence of the civilian consumption and capital goods that would 
normally make up the bulk of this import trade. This provides the second 
set of factors making for an improved exchange reserve position. The im- 
provement deriving from this set of influences is, however, of transient 
character. It hides a considerable back-log in essential imports which will 
have to be made good when the existing restrictions on imports disappear. 
To the extent that the improved sterling exchange position derives from 
this skimping of essential imports, it is a deceptive phenomenon and may 
prove more than deceptive if it be found that by the time the goods in question 
can be imported their price will have risen appreciably over the current 
parities indicated by the prevailing prices for export goods. 

In the third place, Australia’s sterling reserves have been strengthened— 
especially over the past year—by the dollar income derived from the presence 
in Australia and contiguous “ sterling ”’ territories of large American forces. 
These forces are paid in Australian pounds, for which the Australian Govern- 
ment is reimbursed in dollars. These dollars are, in turn, sold to the British 
Treasury, which credits the Australian Government in sterling in London. 
The scale of this Australian dollar income is considerable and is largely re- 
sponsible for the recent acceleration in the strengthening of the sterling 
reserve position of the Commonwealth. By the middle of last June these 
reserves amounted to about £130,000,000. It may be assumed that the total 
is by now well above this figure. 

The strength of the Australian sterling reserve position has recently led 
to some tentative discussion of a possible re-appreciation of the exchange 
value of the Australian pound. The suggestion is that a sterling reserve of 
around £150,000,000, and which is stre ngthening at the rate of some {10,000,000 
a month, is inconsistent with the maintenance of a 25 per cent. discount on 
Australian pounds in terms of sterling. The prospects of this discussion 
leading to practical results should not be rated too high. In the first place, 
it is evident that heavy political and interested opposition would be arrayed 
against any attempt to revalue the Australian pound. The effects of such 
a revaluation would be highly arbitrary. It would benefit the importer 
whose claims to be heard are not particularly prominent at the present. On 
the other hand, any such move would be opposed by the exporter of primary 
produce. It would also be fought vehemently by the growing industrial 
community of the Commonwealth, part of whose essential protection is repre- 
sented by the discount on the Australian pound. 

Apart from the clash of interests that would be aroused by any proposal 
to revalue the Australian pound, it may well be doubted whether, on purely 
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objective grounds, such a move is warranted. It must not be forgotten that 
part of the increase in the sterling reserve must be regarded as earmarked 
for the inevitable deficiency of imports during the war years. Another part 
of it should be regarded as a reserve for the expansion in the Commonwealth 
Bank note circulation. Moreover, the capital position of Australia vis-a-vis the 
United Kingdom is still heavily passive. Up to the present, the Commonwealth 
has only repaid long-term debt in the London market to the amount of 
{11,300,000. Arrangements have been made for repaying a further {11,000,000 
in October next. But in 1945 alone there will be optional maturities of 
Australian Commonwealth loans amounting to £115,000,000. If these were 
repaid—and of that there is no chance whatsoever—the operations would 
reduce the sterling reserve to penurious levels again. 

Quite apart from this consideration of the capital position, it must not 
be forgotten that prices and costs in Australia have risen during the war 
to an extent roughly comparable with the corresponding movements in this 
country. Intheory, Australian wages and prices should have been stabilized by 
the Economic Organization Regulations. But there have evidently been serious 
gaps in their operation. The Commonwealth Bank, in its latest available 
annual report, is outspoken in its criticism of these defects. It points out 
that “to check the rise in purchasing power, with its threat to economic 
stability, the closest supervision needs to be exercised over Government and 
private expenditure. Strong action should be taken to close the gaps in the 
control of wages. The weaknesses in the Economic Organization Regulations 
should be corrected, and resolute steps taken to avoid any unnecessary over- 
time. The economy is now in a condition of full employment and costs and 
prices are becoming increasingly difficult to control... . The Board is of 
opinion that this plan (to stabilize and control prices) should be strictly 
enforced. . . . Strong action should be taken to suppress black market 
operations. Subsidies are an essential feature of the ceiling price plan, but 
should not be a substitute for appropriate action to prevent costs from rising 
in the first place.” 

For all these reasons—the ephemeral character of at least part of the 
growth in the Australian sterling reserve, the continuing debtor position of 
the Commonwealth on long-term overseas loan account and the depreciation 
in the domestic value of the Australian pound—it would be unwise to anticipate 
any early appreciation in the exchange value of that currency. 

The following figures of the nine Australian trading banks’ positionillustrate 
the persistent expansionist trend in credit: 





(£A. millions) 


Deposits : Wartime 
Weekly Current Deposits with Advances and 
Averages Fixed Accounts Investments Commonwealth Discounts 
Bank 

1939 .. a 199.9 121.0 22.2% _ 290.7 
1942... - 194.1 201.4 57- 39-3 262.1 
1943. ica 201.2 260.9 72.0 102.9 240.4 
May 1944 os 217.8 318.7 83.8 180.2 225.2 


The movements in the above figures provide a pattern with which British 
banking experience is familiar. Within the expansion of bank credit, the 
commercial banking business represented by loans and discounts (the latter 
exclude Treasury bills) has declined. Loans to the Government, whether 
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by direct participation in Government issues, or through the money deposited 
with the Commonwealth Bank, have been the main counterparts of the 
expansion in credit. It wiil be seen that the interest-bearing deposits main- 
tained by the public with the trading banks keep at a relatively high level. 
These fixed deposits have long been a feature of the Australian banking scene. 
An attempt is now being made to discourage the fixed deposit habit. in the 
hope of inducing a large number of the Australian public to invest their 
savings direct in Commonwealth loan. To that end, the Government has 
invoked the National Security Regulations to reduce the interest allowances 
on these deposits, depressing them well below the competitive rate set by 
the yield on Commonwealth Goverment bonds. At the same time, the 
authorities have called upon the trading banks to lower their rates on over- 
drafts. The basic rate on personal overdrafts and lile insurance policy loans 
is now 4} per cent. as compared with 5 per cent. previously. 

The decreed reduction in the banks’ advance rate was intended to maintain 
the stability of Australian bank profits. It has been the declared policy 
of the present Australian Government to keep bank profits stable in term 
of the pre-war standard. The main instrument in putting this policy into 
operation has been the special wartime deposits which all trading banks ar 
now required to maintain with the Commonwealth Bank. As will be seen 
from the above table, it is in this form of indirect lending to the Government 
that the bulk of the wartime addition to Australian bank credit has been 
invested. The interest allowed on these deposits is a meagre ? per cent. 
and by varying the calls on individual banks, the authorities have succeeded 
in maintaining the earnings of the banks on an exceptionally even keel. 

Banking and politics are seldom divorced in Anat lia, and among recent 
evidence of their intermingling there should be mentioned the creation of 
the Mortgage Bank Department of the \ santas 3ank of Australia 
which began operations in S ‘ptember 1943. The bill creating it was introduced 
by the Country Party which, as representative of the agricultural community, 
was an obviously interest d . arty. The bill wassupported by the Labour Party, 
partly because it would further the persistent intrusion of the Commonwealth 
Bank into the sphere of competitive banking, partly as a reward for the 
valuable support of the Labour Government by the Country Party. Given 
the competition by the trading banks for loans to agricultural and other 
customers, it may be assumed that the demand for credit facilities by the 
farming community was well provided for. Up to February of this year 
the new institution had made advances of fA.  ayoer to 256 borrowers. 
Its loans are not to exceed {A. 5,000 each and the initial rates of interest 
are 4 per cent. up to 20 years and 4{ per cent. from 21 to 41 years 

Che Labour Government continue to regard the Com: monwealth Bank 
not merely as a central bank but as an indispensable sian to the ordinary 
commercial credit structure of the country, and even, it would seem, to it 
long-term capital market. The Attorney General, Dr. Evatt, nonaity 
affirmed that it was the policy of the present Government—which has majorities 
in both Houses—to use the Commonwealth Bank in order to finance the 
ambitious programmes of post-war reconstruction in the Commonwealth. 
rhis trend of monetary ideas in Australian Governmental quarters provides, 
perhaps, an additional reason for not anticipating an appreciation in the 
exchange value of the Australian pound. 
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Banks and Replanning 
By Professor Sir Charles Reilly 


OST of our big towns, and many of the smaller ones too, are replanning 
M themselves ; that is, thinking out an ideal plan, a policy for the next 
fifty years, to which, without any cast-iron dogmatism, all alterations 
and rebuilding should compare. Amsterdam has had such a master-plan for 
several years, but it has needed the war, and especially the bombing, to put us 
in the mood for it. The “ blitzed ” areas have of course made a ce rtain amount 
of re pee gg almost a necessity, though it is not by any means the slums 
only and the other things which we have wanted to get rid of that have gone. 
The main result of the “ blitz’ has everywhere been, in Germany as ‘well, 
psychological. It i is as if everywhere people have been trying to console them- 
selves by saying, “‘ Well any how we will build a better city when it is all over 
In spite of the Government not having said yet what additional powers the 
towns are to possess to enable them in future to control their shape, they are 
setting about the serious consideration of what the ideal shape in their case 
should be. Most of them are employing outside experts in addition to their 
own architects, engineers and surveyors, and some like the London County 
Council have already produced and published their proposals. I think we 
may take it that the enthusiasm to- day for planned orderly towns is so great 
that the haphazard building of the past is finished, and that the government 
that does not in due course give a proper outlet for this enthusiasm, and indeed 
aid it to the best of its ability, will be finished too. 

If the above is a correct estimate of what is going to happen it is clear 
that the banks, like everyone using and possessing buildings, must study 
these plans as they are produced and see how they will benefit or otherwise 
by them. 

If further we may take the London plan as a guide (and I think we may 
both from its intrinsic merit and from the Liverpool names attached to it, 
that is to say the names of men who have had the advantage of being trained 
in town planning earlier than anyone else in this country and have he ud con- 
sequently a longer experience of this new combined art and science), it is clear 
that in future our towns will have more highly developed and more self- 
contained Guteacts and that these districts will be separated from one another, 
if not by green belts, by parkways through which will run high-speed sub- 
arterial Bs with no buil lings and but few roads having access to them. 
Within the main districts there will probably be six to eight sub-districts, 
neighbourhood units they are called, of about 10,000 inhabitants. Each of 
these sub-districts will have its school, its church, its community centre, its 
public house, its cinema and its high street of ; shops with no through traffic 
ind very little local traffic, and this of course is where it will be important 
the banks should be situated. Children will be able to walk to their school 
without crossing a traffic road and their mother to the shops, while the father 
will be in walking distance of his office, factory or workshop. The main districts 
will be in touch with one another and with the centre, and the town welded 
into a whole by the fast traffic along the sub-arterial roads as it has never 
been before. While we shall mostly walk within the precincts we shall travel 
at fifty miles an hour, if we want to, down the sub-arterial roads and faster 
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still along the circular ones, a scheme worked out fully by Mr. Alker Tripp, 
the Assistant Commissioner of Police in charge of traffic, who has probably 
contributed more to modern town-planning by these ideas than anyone else. 
It is to him too that is due the likening of the modern blocks of flats to be 
set on lawns within their precincts to the Inns of Court as we know them 
today, a fine ideal. 

To get the best architectural effect out of these sub-districts as well as to 
express the more co-operative era which most people will agree lies ahead, 
each of them should clearly be designed by the same architect using the same 
set of building materials, as the Regent’s Park district was by Nash but with 
a pomposity and _ theatrical quality alien to the spirit of today. Though 
in the City with its varied financial institutions and in the main shopping 
centres, like Oxford Street, we may for some time still have the vulgarity of 
the competing facades that the second half of the nineteenth century brought 
about, elsewhere I hope and think we will go back to the quietness and 
simplicity of the eighteenth century but with modern de sign in modern 
materials. If this is so, how will the little classical banks fit in? Will they 
be mistaken for government buildings, as they say Lutyen’s classical domed 
pavilion for Great Britain among the modern ones was at the Brussels 
Exhibition, and none visit them ? 

When all this comes about it is to be hoped rather that the banks will 
adopt the new architecture, using modern materials and modern construction 
like everyone else. It is the latter which is going to make the major alteration 
in the architecture. Just as the stone lintol, whether imitated by a flat arch 
in brickwood or not, determined the width of the Georgian window and 
consequently the proportion of the width to height, so the steel or ferro- 
concrete lintol with its possibility of far greater span not only leads appro- 
priately to the long horizontal window and consequently to an entirely new 
fenestration but satisfies the modern craving for light and air. In the new 
world if the banks keep to their little classical temples with their vertical 
windows they may in time look as strange, stiff and uncomfortable in their 
new surroundings as does a hard Victorian round-backed hall-chair among 
comfortable padded ones. Perhaps, however, such designs will not pass the 
authorities in the future in the easy way in which they haw e done in the past. 
They might be said to upset the harmony of the street, for their expression 
would necessarily be vertical while that of the rest of the street would be 
horizontal. 

It is interesting to consider, therefore, whether we shall enter after thé war 
a period of harmonious building like the great periods in the past, such as 
the Greek or the Gothic. In the medieval towns, by common instinct rather 
than by design, every building seems to have had a cousinly relation to every 
other. The angle of the slope of the roof of the great church or cathedral and 
its gables was the same as that of the indiv idual houses. The windows were 
divided vertically by stone or timber mullions as were those of the church, 
and if a floor of one required strengthening to support a load it was vaulted 
in the same way as the crypt of the cathedral. If the town was of grey stone 
no one thought of bringing in from another district bricks to make a red 
building. By common instinct such vulgar advertising things were not done. 
Indeed it was not till the rise of commercialism and competing capitalism in 
the nineteenth century that they were done, or done on any scale. Since then 
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no one has built a building in one of our towns and known what in a few years 
its neighbours will be like. Every building became a law to itself. The essential 
underlying unity of the town was lost. If we are about then to make a new 
unity, as J hope and think we may be through the rise of modern materials 
and construction, it would be very sad if the banks stood out and were offenders 
against the new harmony. I cannot think, if only from their own interest 
that they will. I rather see them in future financing great blocks, as the 
National Provincial Bank has already done, but built in the contemporary 
manner and so planning them that a principal entrance and the best suite of 
rooms are theirs, with the suggestion that the whole belongs to them, as indeed 
it will. This block could then fall in with the design of the street yet the bank 
maintain its prominent position. It may be said of course that such would be 
only a more subtle form of advertising. That may be true but it may also 
be necessary as long as private enterprise exists. Indeed such a scheme might 
express very fairly the new balance between public and private interests 
which most people agree must come about in every sphere. 
* * * * * 

Since the above was written the suggestions for replanning the City have 
appeared in a gorgeously bound volume. That they are only suggestions is 
perhaps a good thing, for they take no cognizance of the various markets 
into which the City is divided, markets which are known all over the world. 
If the City authorities had been advised by an outside expert who could have 
seen the wood for the trees they would probably not have fallen into the error 
of widening streets here, there and everywhere, and so opening to them the 
flood of through and casual motor traffic. Instead, advantage might have 
been taken of the great destroyed areas to plan some of those markets, like 
that of the book trade in Paternoster Row area, that of the wool trade in 
Cripplegate and that of the soft goods around St. Paul’s, to emphasize their 
character instead of sweeping it away. Such areas in the past had pleasant 
little green courts and squares where broker could meet broker. These were 
not only useful, but gave character. They were indeed precincts to be pre- 
served and enhanced, with the through traffic kept away from them. Instead, 
the authorities contemplate a City of grandiose streets just like any other 
town, but with no special emphasis on any particular point like the Bank 
corner, which is the heart of the whole thing. An excellent suggestion has 
been put forward for this site which involves only the adjustment of minor 
buildings by—naturally—an old Liverpool student, N. J. Aslan. It is re- 
produced on page 144. 


Hire Purchase Finance & Service 


For MACHINERY, PLANT, MOTOR VEHICLES, etc. 


The highly specialised services of Mercantile Credit Co. Ltd. are supple- 

mental to those of the Banks and financially supported by the Banks in 

generous measure. Bankers may unhesitatingly recommend Mercantite 

PI ' Credit services to their clients for those occasions when hire purchase is 
ease wrvts required and may properly and conveniently be used for the purpose of 
their business by those engaged in the war effort and essential services. 


MERCANTILE CREDIT CO. LTD. 

EAST INDIA HOUSE, 208a REGENT STREET, LONDON, W.! 

Telegraphic Address. Subsidise, Wesdo, London. Telephone: Regent 074! (8 lines). 

Main Branches at CARDIFF, COVENTRY, GLASGOW, itfDS, MANCHESTER, EXETER 
and NEWBURY. 
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Palestine’s Fight Against Inflation 
By Dr. K. Grunwald 


ALESTINE is the only country in the Middle East which succeeded 

in the last year in bringing inflation under control. The cost-of-living 

index was brought down from 248 in June 1943 to 230 in November 
December 1943, with a subseque nt (apparently seasonal) increase to 238 
in June 1944. This success is due to an all-out effort on the part of the 
administration, supported by wide sections of the population. When the 
index soared from 215 in January 1943 to 248 in June, Government appointed 
an ad hoc committee, which called upon the public to submit recommendations 
for fighting inflation. On the basis of these recommendations, measures wer 
subsequently taken for bringing under control vegetable prices; and the 
subsidization programme was widened so as to include a wider range of 
commodities than flour and bread. A Subsidization and a War Economic 
Advisory Committee were appointed to advise Government on all economic 
problems arising from war conditions. 

Taxation was increased to meet the heavy expenditure due to war controls 
and subsidies. The latter alone increased from £P.1,140,000 in 1943/44 to 
approximately £P.5,000,000 in 1944/45. Total expenditure increased from 
£P.7,464,000 in 1941/42 to £P.10,253,000 in 1942/43 and £P.14,949,000 in 
1943 14. It is estimated to reach £P.18,000,000 in 1944/45. Revenue, 


TT 
increasing from £P.8,326,000 in 1941/42 to £P.11,487,000 in 1943/44, cannot 
be expected to keep pace with eapeneete. The ensuing deficits of 
£P.1,400,000 in 1942/43 and £P.3,462,000 in 1943/44 a eom practically absorbed 
the country’s accumulated surplus. As expenditure, however, includes 


Government loans to local authorities, agriculturists and citrus growers, 
totalling in their aggregate nearly £P.3,000,000, a hidden reserve is thus 
carried forward. It is held that taxation can hardly be raised any more, 
having regard to the fact that the average income per head in Palestine, in 
the inflationary circumstances of 1943, barely exceeded £P.50. The urba: 
population’s contribution to Government revenues for 1944/45 may be 
estimated at about £P.12} per head. Government and local taxes together 
take less than 5 per cent. from an agricultural income which, though very 
much higher than in pre-war days, is still not more than £P.91 per earner. 
Government therefore announced in June, both as a financial and as an 
anti-inflationary measure, the issue of: (a) Government Treasury bills for 
£P.50,000 each or a multiple thereof, payable at par not later than a year 
from the date of issue. Such bills shall not be held outside the country 
The rate of interest will not exceed 2 per cent. (#) Premium Bonds of £P.10 
each with interest at I per cent., redeemable in 20 years, of which about 
150 will be drawn by lot at quarterly intervals repayable with premia of 
between £P.20 and £P.1,000 each. The first issue will be limited to 100,000 
bonds. Both issues can be expected to meet with full success, as they are 
suited to the peculiar conditions of the country. This was not the case with 
the Defence Bonds and War Saving Certificates, of which—in spite of all 
campaigns—only about £P.600,000 were sold by the end of June 1944. 


The measures taken in Palestine for combating inflation, were supported 





eded 
iving 
ibe rT 

28 
J 
1e 


t 


I 

the 
nted 
ions 








PALESTINE’S FIGHT AGAINST INFLATION 139 





by the offer of gold in all Middle East countries last August. The price for a 
sovereign dropped from £P.6.200 on the black market to £P.4.240 in August 
and fluctuated, according to the progress of the Allied Forces, between 
{P.4.500 and £P.4.800 until the end of June, when gold sales were suspended. 
Prices soaring first to £P.5.300, dropped again but have kept above £P.5.000 
since. Over-optimistic speculators, who, after the opening of the Second 
Front, had engaged in forward sales on low levels, lost considerable fortunes. 
In this connection it must be borne in mind that in Palestine alone, of all 
Middle Eastern countries, gold dealings were prohibited since the outbreak 
of the war, and only in Palestine gold was surrendered to the authorities at 
the official price. No information is available as to the quantities then 
surrendered and now re-sold by the authorities at a high price, but Palestine 
has no doubt made in this form a not inconsiderable contribution of a few 
million pounds to the Imperial Treasury. 

While Palestine has thus made all efforts to fight inflation, she is prevented 
from a gradual reduction of her prices to the level ruling overseas by the high 
prices she has to pay for foodstuffs and raw materials importe -d by the United 
Kingdom Commercial Corporation and other official agencies. The impression 
exists that the U.K. authorities have decided to drain off part of the money 
pumped by them into the Middle East by considerable surcharges on such 
essential supplies. The surcharges are liable to be misinterpreted as an official 
admission that the Palestine pound—and for that matter the Egyptian pound 
and Iraqi dinar as well—however fully covered by sterling, is worth only a 
fraction of its pre-war value. While this inte rpretation tends to increase the 
demand for inflation hedges, and thereby prices for commodities and real 
estate, a decrease in military spending since the last quarter of 1943—entailing 
reduced employment and wage bills and accompanied by a somewhat improved 

supply position—lessened the inflationary pressure. No spectacular increases 
re recorded any more in the circulation of currency, the rate of increase having 
slowed down considerably from 4.2 per cent. p.m. in the first part of 1943 
to approximately I per cent. p.m. since October. 


CIRCULATION OF CURRENCY 


Increase 
April 1943. re £P.27,553,000 
October 1943 o 6 34,749,000 £P.7,195,000 20/70 
March 1944 .. sie 37,039,000 2,291,000 6.2% 
June 1944... oe 38,249,000 1,210,000 3-7/0 


It is of interest to note that currency in circulation, per capita, has only 
now reached a level comparable with that in England. Before the war it 
was only about one-third of that in the United Kingdom. 


Total Currency Index Per Capita Index 
December 31, 1938 oe -_ £P. 5»509,000 100 £P. 4.- 100 
April 30, 1943 .. na a 7,553,000 500 7.2 430 
April 30, 1944 .. ee . 37,767, 000 085 22.8 570 


The rate of increase in de posits slowed down as well, though to a lesser 
degree than in the case of currency, viz. from 5.3 per cent. to about 3 per 
cent. p.m. 


Total Deposits Increase 
April, 1943 .. oe £P.38,077,000 
October, 1943 oe 50,219,000 £P.12,142,000 31.9% 
March 1944 .. a 58,972,000 8 8,753» 000 17.4% 


April, 19 wit ai 60,722,000 ,750,000 290% 
944 / , 7 4 
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There is noticeable however, an accelerated demand for credit. Discounts 
and advances declined from £P.12,098,000 in March 1942 to £P.11,072,000 a 
year later, recovering to {P.14, 505,000 in March 1944. This increase in the 
volume of credit was accompanie d by a decrease in the number of customers 
and credits, resulting in an increase in the average loan: 


Banks Credit Societies 
March 1943 March 1944 March 1943 March 1944 
Total credits outstanding .. £P.9,498,822 £P.12,714,180 £P.1,575,073 £LP.1,781,413 
No. of Customers .. mr 36,936 34,796 44,453 37,582 
No. of Loans “s ne 38,168 35,951 45,078 38,474 
Average Loan oe ee £P.249 £P.354 £P.34 £P.46 


It is of interest to note that the increase in credits appears primarily in 
the reports of the smaller banks, while the larger credit institutions rather 
show a decrease in their activities. Taking as an example the accounts of 
the leading institution, the Anglo-Palestine Bank, there was an increase in 
deposits between 1939 and 1943 from £P.7,400,000 to £P.25,400,000 (i.e. 
from 49 per cent. to 51 per cent. of all deposits), but loans and advances 
decreased from £P.4,100,000 to £P.2,800,000 (i.e. from 30 per cent. to 21 per 
cent. of total credits). In this respect, the following comparison is of interest : 


RELATION OF LOANS AND INVESTMENTS TO DEPOSITS 


U.K. Banks U.S.A. Banks A.P.B. All Palestine Banks 

1937 1943 1937 §=1943 1937 1943 1937 1943 
Deposits es 100 100 100 100 100 100 100 100 
Loans .. wa 42 18 48 27 44 II 78 23 
Investments .. 40 59 62 97 32 47 24 27 


It is too early to explain the recent increase in credits (which runs parallel 
with a similar movement in the U.K.), but it is said that it is due, in a fair 
proportion, to advances on commodities and gold, which business the more 
conservative institutions do not favour at this juncture. Credits, even at 
their present increased level, amount only to 24.6 per cent. of total deposits. 


Various banks and credit institutions have utilized the present prosperity 
to improve their capital position. The Avab Bank Lid. increased its capital 
from £P.150,000 to £P.250,000, and is now preparing a further increase to 
£P.800,000. The bank has opened branches in Beirut, Baghdad, Cairo, and 
irbid (Transjordan). The Arab National Bank Ltd., too, increased its registered 
capital from £P.115,000 to £P.400,000. The Palestine Discount Bank Ltd., 
which with the assistance of some directors of the Société d’avances Com- 
merciales, Cairo, had increased its capital to £P.500,000 (paid-up £P.300,000) 
has acquired a controlling holding in the Palestine Mercantile Bank, Haifa. 
Another Egyptian group, in co-operation with the Near East banking firm 
Messrs. K. A. Zilkha, has acquired an interest in Ellern’s Bank Ltd. The 
South-African-Palestine (Binyan) Mortgage Co. increased its capital from 
£P.175,000 to £P.400,000, “ Nir’ Ltd., the agricultural credit institution, 
from £{P.400,000 to £P.510,000, The Workers’ Bank Ltd. from £P.220,000 to 
£P.300,000 and the Palestine Industrial Bank from £P.75,000 to £P.150,000. 


Recently, Government decided to relax the wartime en on debenture 
issues in appropriate cases, subject to the condition that the whole of the 
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proceeds of such issues shall be kept invested in U.K. war loans for the duration, 
unless Government is prepared to release part of the proceeds for essential 
expenditure. A few issues of preference shares were also allowed. In this 
way, it is hoped, some industrial and public utility concerns will be able to 
strengthen their financial basis for the transition and post-war period. 

Palestine’s sterling balances have now reached about {100 millions, against 
about £15 millions before the war. The ‘“ abnormal war balances ”’ of about 
£85 millions include not only depreciation charges and the equivalent of stores 
not replaced, but also some £26 million pounds of Jewish capital imports 
during the war. While all these reserves should be employed for reconstruction 
(the housing requirements alone are quoted by the authorities to total 171,000 
rooms, not including the needs of new immigrants), it is feared that difficulties 
might arise in drawing on these accounts, except for purchases in the U.K. 
There would be no objection to that, provided the U.K. is able and willing 
to supply what is needed and at the right price. A statement of the British 
authorities attitude would be appreciated in Palestine. 


The Future of Exchange Control 
By E. G. Woolgar 


N a cursory reading of the Monetary Fund plan, one would be likely to 
QOaain the impression that most of the Defence (Finance) Regulations 

relating to operations in foreign currency and the transfer of sterling 
from residents to non-residents will be swept away. But a more careful 
examination reveals that, while the individual restrictions may not be so 
severe, control in general will stay. Apart from the transitional period im- 
mediately following the cessation of hostilities, it is laid down in Article VI 
Section 3 of the White Paper that: ‘‘ Members may exercise such controls 
as are necessary to regulate international capital movements, but no member 
may exercise these controls in a manner which will restrict payments for 
current transactions or which will unduly delay transfer of funds in settle- 
ment of commitments. ...’’ In defining the general obligations of members 
to the Fund it is further provided that no member shall, without the approval 
of the Fund, impose restrictions on the making of payments and transfers 
for current international transactions. : 

Payments for current international transactions include : 


(1) Payments due in connection with foreign trade, other current 
business, including services and normal short-term banking 
and credit facilities ; 

(2) Payments due as interest on loans and as net income from other 
investments ; 

(3) Payments of moderate amounts for amortization of loans or for 
depreciation of direct investments ; 

(4) Moderate remittances for family living expenses ; 

and such other payments as may be decided upon by consultation between 
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the Fund and the members. 

It follows that, if Parliament agrees to our becoming a member of the Fund 
and we are thereby required to control the movement of capital, no resident 
will be able to purchase foreign exchange or transfer sterling abroad without 
first declaring the purpose of the remittance and subse quently providing 
evidence of the amount required. Even if authority to sanction all payments 
for current transactions is delegated to the banks, the formalities for the 
remitter will remain, although the purposes for which transfers abroad may 
be made will be wider than those at present in force. 

If, under Article VII, Section 3, the Fund declares the currency of a par- 
ticular member to be scarce, then any other member may, after consultation 
with the Fund, impose restrictions on operations in the scarce currency, 
including operations in cover of current transactions. However, the obligation 
to control capital transfers will have much wider repercussions. It will be of 
no avail if measures for the control of payments abroad are continued and 
capital is allowed freely to leave the country in the form of goods, and it is 
only to be expected that the present system of ensuring that the proceeds of 
our exports are repatriated will remain in force. Nor. will it be possible to 
allow residents to leave abroad all amounts of foreign currency which may 
accrue to them, because if the Treasury is called upon to settle through the 
Fund the balance of payments it can only do so after all the nation’s income 
has been assessed and marshalled. 

Neither would the Fund presumably continue supplying to one member 
the currency of another member if substantial amounts of that currency were 
already held by firms and private persons resident in the country of the 
applicant. Thus, it is interesting to note that the information to be supplied 
to the Fund by each member is most comprehensive and includes not only 
data on official holdings of gold and foreign exchange and the holdings of 
banking and financial agencies but also information on the member’s inter- 
national balance of payments, including: (1) trade in goods and services ; 

gold transactions ; (3) capital transactions ; (4) other items. This would 
suggest that the obligations imposed on residents of the United Kingdom 
under Regulation 5 of the Defence (Finance) Regulations are likely to remain. 

Provided the purchase of foreign currency is controlled there would not 
seem to be very much advantage in imposing any restrictions on the amount 
of foreign currency which may be exported either by a traveller or through 
the post, because the opportunities for a resident to acquire currency notes 
other than from an authorized dealer would be small. The question of the 
export of British bank notes is different for the following reasons : 

(rt) If no restriction is placed on the export of British bank notes they 
will circulate in black markets abroad unless there are no restrictions 
on their re-import and credit to the accounts of non-residents ; 

(2) On the other hand, if they are freely exportable and available on 
re-import for credit to a non-resident account there would be a 
distinct possibility of large uncontrolled movements of bank notes 
which would defeat any other system of control of payments which 
might be in force. 

It seems, therefore, that restrictions on the export of bank notes, securities, 
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etc., must continue. 

\lthough the need for controlling transfers of sterling from residents to 
non-residents has already been mentioned, steps will also have to be taken 
to ensure that no capital leaves the country by way of “ compensation ”’ 
arrangements under which, for example, a resident of the United Kingdom 
pays sterling to another resident in consideration for some asset acquired 
abroad. Such transactions are at the moment precluded by the various 
sub-sections of Regulation 3C of the Defence (Finance) Regulations, and it is 
not clear how they can be abandoned without endangering the general plan. 

Very little mention has been made in public about the relat‘onship of the 
Sterling Area, as at present const tuted, with the other members of the Fund 
But although Australia, Egypt, Iceland, India, Iraq, New Zealand and South 
Africa have separate quotas in the Fund, it is to be hoped that all countries 
of the Sterling Area will continue to settle their indebtedness with each other 
without the usual machinery of exchange control. 


The Conference recognized that the period immediately after the war 
will be difficult and agreed that members might require to maintain or impose 
restrictions on transfers for current international transactions. It further 
provided that members shall withdraw restrictions on current payments as 
soon as they are satisfied that they will be able, in the absence of such re- 
strictions, to settle their balance of payments in a manner which will not 
unduly encumber their access to the resources of the Fund. This provision 
lends further support to the view that the United Kingdom authorities will 
continue to gather in the nation’s overseas income and to make certain that 
payments abroad for current transactions are not prejudiced by any dissipation 
of resources on capital transfers by persons acting in their private capacity. 





[he transitional period is fixed at five years, and any restrictions on 
payments or current transactions which remain in force at the end of that 
time must be the subject for consultation between the Fund and the member 
imposing them as to their further continuanc 


It is inevitable that, after five years of control in every department of 
our economy, there should be a growing desire that the end of the war should 
be the signal for the abolition of all regulations under which industry, com- 
merce and the private person have been absorbed into the war machine. On 
the other hand, with regard to finance, it is true to say that only a minority 
wish to see a return to 1939 conditions in which money knew no frontiers 
and could be transferred from country to country without regard to the 
effect of its movement either on the nation giving or on the country receiving. 
If, therefore, it is accepted that exchange control should continue, the au- 
thorities responsible for its management must be careful to ensure that the 
rules are simple, the procedure involves the minimum of formality, and that 
there is a complete link up with the import and export licensing authorities. 


\t present the system is complex, particularly in relation to the manage- 
ment of the sterling accounts of non-residents, the categories of which could, 
with advantage, be reduced The formalities, too, are in some cases un- 
necessarily cumbersome, as shown by the following example: With the 
exception of men stationed in U.S.A. and Canada, where they are allowed to 
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have remitted to them amounts up to their pay and allowances, members 
of H.M. Forces serving in countries outside the Sterling Area may draw on 
their sterling accounts with United Kingdom banks in favour of residents 
in the country in which they are serving, or they may receive remittances 
from their accounts. In neither case is a Sterling Transfer Control Form 
required, nor is there, under the Regulations, any limitation on the amount 
drawn or remitted. If, however, the wife of a soldier serving outside the 
Sterling Area wishes to send her husband £2 as a gift for his birthday, she is 
required to complete a Control Form, which can be approved only by the 
Bank of England. 

With regard to the movement of goods, control by licence should be com- 
plementary to the exchange control and there should never arise in future 
that somewhat curious position where an article may be allowed into the 
country under licence, but the Bank of England refuse to permit the would-be 
importer to pay for it. 

The regulations have, during the last five years, been enforced with the 
aid of the censorship and numerous interceptions have been made which 
have disclosed currency holdings, securities, ‘‘ compensation ”’ arrangements, 
etc. It is difficult to see how the exchange control can remain effectively 
in force unless the power to scrutinize cables and correspondence also 
remains with the authorities and is exercised. 

This question will present a major problem, because it is not difficult 
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to imagine what public reaction would be to the retention of the censorship. 
Provided the censorship were retained purely for purposes of exchange control 
there is, of course, no logical basis for objection, because the business world 
long ago have accepted scrutiny by the Customs Authorities of the movement 
of goods to prevent evasion of duty, and there would seem to be no grounds 
for refusing to grant the Government the power to examine correspondence 
in order to prevent evasion of the exchange control regulations. 

In some respects evasion of particular regulations could be prevented by 
international action without resort to censorship. If, for example, residents 
of the United Kingdom are required to offer to the Treasury all holdings of a 
particular currency, arrangements could be made with the country concerned 
that it would not permit its banks and firms to hold or retain funds on behalf 
of residents of the United Kingdom without the authority of the British 
Treasury. A reasonably close dovetailing of the Canadian and United Kingdom 
controls has already been achieved, but it would be optimistic to suggest 
that similar arrangements could be made with all other members of the Fund. 

One thing is certain—there must be no secrecy in connection with the 
payments or “clearing agreements which are negotiated in the post-war years 
and whatever measures of exchange control are retained or introduced they 
should be clearly defined both in scope and purpose. Control is never popular ; 
but if it is necessary it should be understandable and be made palatable by the 
efficiency of its managers. 


Publications 


The Canadian Banker. (Vol. 51, 1944.) The 1944 issue of the Journal 
of the Canadian Bankers’ Association (now published annually instead of 
quarterly, on account of war conditions) signalizes the 250th anniversary of 
the Bank of England with an interesting iiuatrated article, ‘‘ Charles Dickens 
and the Old Lady of Threadneedle Street,’ by Eric J. Pulton. The author 
quotes Charles Dickens’ account of a visit to the Bank of England in 1850, 
when he was much impressed by the employment of machinery, such as the 
steam-engine used to drive the letter-press and copper-plate printing machines. 
Referring to the Bank’s notes, Dickens says these “‘ are the reverse of heavy 
or erudite, bei ing flimsy to a proverb, yet the eagerness with which they are 
sought by the ‘public surpasses that display ed for the productions of the 
greatest geniuses who ever enlightened the world; she is, therefore, called 
upon for enormous copies of each edition . . . and reprints of equally — 
impressions are demanded six or seven times a year. She is protected by < 
stringent copyright ; in virtue of which piracy is felony and was, until 18 ay 
punishable with death. The very paper is copyright, and to imitate even that 
entails transportation. Indeed, its merits entitle it to every protection, for 
it is a very superior article. It is so thin that each sheet, before it is sized, 
weighs only eighteen grains; and so strong that when sized and doubled a 
single sheet is capable of suspending a weight of fifty-six pounds.” 

Agrarian Problems from the Baltic to the Aegean. (Royal Institute 
of International Affairs, price 3s.). Contains a programme expressing the 
hopes and aspirations of the peasant movements in Poland, Czecho-Slovakia, 
Hungary, Roumania, Yugo-Slavia, Bulgaria and Greece, as well as some 
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The Anniversary of the Immortal 
‘Few,’ Sunday, Sept. 17th, 1944 


“ The world will little note, nor long remember, what we 
say here, but it can never forget what they did here . .” 


Lincoln’s words echo with poignancy on this Fourth Anniversary of the 
Battle of Britain, calling on us to keep alive our gratitude for a great devotion 
and a great deliverance. 

Please renew your practical help to the R.A.F. Benevolent Fund which labours 
tirelessly to ease the tragic aftermath of sacrifice, by assisting the disabled, 
the widows, children and other dependents of those killed, brightening, as 
far as possible, their future. 


ROYAL AIR FORCE 
BENEVOLENT FUND 


Please send donations to 
LorpD RIVERDALE, Chairman, or BERTRAM T. RUMBLE, Hon. Sec., 
Appeals Committee, R.A.F. Benevolent Fund, 1 Sloane St., London, S.W.1 
Cheques and P.O. payable to R.A.F. Benevolent Fund. 
(Registered under War Charities Act, 1940) 
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explanation of the problems of rural communities in these countries. In an 
introduction, Sir E. John Russell urges that there can be no permanent peace 
in Europe until the peasants can be given a more satisfying life. The dominat- 
ing problem, of course, is the great poverty of a large number of the peasants : 
in most of the countries, the annual income per head is as low as £16 to £17 
The provision of capital is obviously a necessary means of breaking the vicious 
circle, though such devices as co-operation could doubtless be of great 
assistance 
British Trade Associations. (P.E.P. Broadsheet, May 1944.) A very 
useful survey of these important organizations, about which little information 
is available to the public in collected form. P.E.P. estimate that the total 
number of national or regional associations now in existence amounts to 
perhaps 2,500, ranging from small bodies spending less than {100 a year to 
one whose annual budget exceeds £100,000. It is relatively rare, it is pointed 
out, “‘ for national industrial associations to deal with price arrangements, 
and much more common for sectional, regional or local associations, or even 
non-associated groups of firms on a sectional or local level, to settle these 
matters in an informal way.”’ 


Appointments and Retirements 


Barclays Bank—Lieut.-Colonel Lord Dudley Gladstone Gordon, D.S.O., has 
been appointed a director. 

Martins Bank—Uymston: Mr. J. H. Marsden, from Brown Street, Man- 
chester, has been appointed manager in succession to Mr. J. W. Holmes. 
National Bank of New Zealand—Mr. N. S. Falla, C.M.G., D.S.O., has 
been appointed a director. 

Bank of London and South America—Mr. John Wesley Camden East 
has been appointed secretary in place of Mr. James Arthur Stark, late secretary 
and stafi manager, who has retired. 


Mr. Sydney Parkes 

Mr. Sydney Parkes, one of the chief general managers of Lloyds Bank, 
last month completed fifty years banking service. In August 1894 he entered 
the private banking firm of Cunliffes, Brooks and Co., Manchester, 
which firm was amalgamated with Lloyds Bank in July tIgoo. After 
rving on the Inspection Staff and as sub-manager at Leicester he was 
appointed assistant manager in the City Office and subse quently joint manager 
of that office before being appointed assistant general manager in 1927. In 
1929 he was appointed a joint general manager and a chief general manager 
1 January 1939. He was elected to a seat on the Board in 1941, and he is 
also a director of the National Bank of New Zealand. Mr. Parkes has been 
ereatly interested in City life and se ved as a member of the City Corporation 
and is a Past-Master of the Glovers Company. He is well known as the chair- 
man of the City of London Savirgs Committee, and recently was appointed 
Chairman of the Joint Committee of the Ophthalmic Hospitals of London. 
His public work earned for him the C.B.E., in the New Year’s Honours of 1943. 
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The International Monetary Fund 
ARTICLES OF AGREEMENT 


The International Monetary Fund is established and shall operate in accordance with the 
following provisions : 
Article I: PURPOSES 

The purposes of the International Monetary Fund are: ’ 
To promote international monetary co-operation through a permanent institution which 
provides the machinery for consultation and collaboration on international monetary problems. 

ii) To facilitate the expansion and balanced growth of international trade, and to contribute 
thereby to the promotion and maintenance of high levels of employment and real income and 
to the development of the productive resources of all members as primary objectives of economic 


LU Li 
policy. 

(iii) To promote exchange stability, to maintain orderly exchange arrangements among 
members, and to avoid competitive exchange depreciation. 

iv) To assist in the establishment of a multilateral system of payments in respect of current 
transactions between members and in the elimination of foreign exchange restrictions which 
hamper the growth of world trad 
v) To give confidence to members by making the Fund’s resources available to them under 
lequate safeguards, thus providing them with opportunity to correct maladjustments in their 

ance of payments without resorting to measures destructive of national or international 





prosperity. 
vi) In accordance with the above, to shorten the duration and lessen the degree of dis- 


equilibrium in the international balances of payments of members 
The Fund shall be guided in all its decisions by the purposes set forth in this Article. 


Article II: MEMBERSHIP 
Section 1 Original members. The original members of the Fund shall be those of the 
countries represented at the United Nations Monetary and Financial Conference whose govern- 
ments accept membership before the date specified in Article XX, Section 2(e) 
Section 2. Other members. Membership shall be open to the governments of other countries 
at such times and in accordance with such terms as may , be prescribed by the Fund 





Article III: QUOTAS AND SUBSCRIPTIONS 
Section 1. Quotas. Fach member shall be assigned a quota. The quotas of 
ented at the United Nations Monetary and Financial Conference which accept membership 
wre the date specified in Article XX, Section 2(e), shall be those set forth in Schedule A. 
The quotas of other members shall be determined by the Fund. 


members 





] 








Section 2. Adjustment of quotas. The Fund shall at intervals of five years review, and if it 
deems it appropriate propose an adjustment of, the quotas of the members. It may also, if 
it thinks fit, consider at any other time the adjustment of any particular quota at the request 
of the member concerned. A four-fifths majority of the total voting power shall be required 


for any change in quotas and no quota shall be changed without the consent of the membei 


concerned. 
n 3. Subscriptions: time, place and form of payment. (a) The subscription of each 
member * shall be equi al to its quote 1 and shall be pa id in full to the Fund at the appropriate de- 
pository on or before the date when the member becomes eligible under Article XX, Section 4(c) 
or , to buy currencies from the Fund. (b) Each member shall pay in gold, as a minimum, the 
smaller of (i) twenty-five per cent. of its quota; or (ii) ten per cent. of its net official holdings of 
gold and United States dollars as at the date when the Fund notifies members under Article XX, 
Section 4(a) that it will shortly be in a position to begin exchange transactions. Each member 
shall furnish to the Fund the data necessary to determine its net official holdings of gold and 
United States dollars. (c) Each member shall pay the balance of its quota in its own currency. 
(d) If the net official holdings of gold and United States dollars of any member as at the date 
referred in (5) (ii) above are not ascertainable because its territories have been occupied by the 
enemy, the Fund shall fix an appropriate alternative date for determining such holdings. If 
such date is later than that on which the country becomes eligible under Article XX, Section 4(c) 
or (d), to buy currencies from the Fund, the Fund and the member shall agree on a provisional 
gold payment to be made under (b) above, and the balance of the member’s subscription shall 
be paid in the member’s currency, subject to appropriate adjustment between the member 
and the Fund when the net official holdings have been ascertained. 

Section 4. Pavments when quotas ave changed. (a) Each member which consents to an 


increase in its quota shall, within thirty days after the date of its consent, pay to the Fund 
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twenty-five per cent. of the increase in gold and the balance in its own currency. If, however, 
on the date when the member consents to an increase, its monetary reserves are less than its 
new quota, the Fund may reduce the proportion of the increase to be paid in gold. (b) Ifa 
member consents to a reduction in its quota, the Fund shall, within thirty days after the date 
of the consent, pay to the member an amount equal to the reduction. The payment shall be 
made in the member’s currency and in such amount of gold as may be necessary to prevent 
reducing the Fund’s holdings of the currency below seventy-five per cent. of the new quota. 

Section 5. Substitution of securities for currency. The Fund shall accept from any member 
in place of any part of the member’s currency which in the judgment of the Fund is not needed 
for its operations, notes or similar obligations issued by the member or the depository designated 
by the member under Article XIII, Section 2, which shall be non- -negotiable, non-interest bearing 
and payable at their par value on demand by crediting the account of the Fund in the designated 
depository. This Section shall apply not only to currency subscribed by members but also 
to any currency otherwise due to, or acquired by, the Fund. 


Article IV: PAR VALUES OF CURRENCIES 


Section 1. Expression of par values. (a) The par value of the currency of each member 
shall be expressed in terms of gold as a common denominator or in terms of the United States 
dollar of the weight and fineness in effect on July 1, 1944. (6) All computations relating to 
currencies of members for the purpose of applying the provisions of this Agreement shall be on 
he basis of their par values. 

Section 2. Gold purchases based on par values. The Fund shall prescribe a margin above 
and below par value for transactions in gold by members, and no member shall buy gold at a 
price above par value plus the prescribed margin, or sell gold at a price below par value minus 
the prescribed margin. 

Section 3. Foreign exchange dealings based on parity. The maximum and the minimum 
rates for exchange transactions between the currencies of members taking place within their 
territories shall not differ from parity (i) in the case of spot exchange transactions, by more than 
one per cent. ; and (ii) in the case of other exchange transactions, by a margin which exceeds 
the margin for spot exchange transactions by more than the Fund considers reasonable. 

Section 4. Obligations regarding exchange stability. (a) Each member undertakes to 
collaborate with the Fund to promote exchange stability, to maintain orderly exchange arrange- 
ments with other members, and to avoid competitive exchange alterations. (b) Each member 
undertakes, through appropriate measures consistent with this Agreement, to permit within its 
territories exchange transactions between its currency and the currencies of other members only 
within the limits prescribed under Section 3 of this Article. A member whose monetary au- 
thorities, for the settlement of international transactions, in fact freely buy and sell gold within 
the limits prescribed by the Fund under Section 2 of this Article shall be deemed to be fulfilling 
this undertaking 

Section 5. Changes in par values. (a) A member shall not propose a change in the par value 
of its currency except to correct a fundamental disequilibrium. (6) A change in the par value 
of a members’ currency may be made only on the proposal of the member and only after con- 
sultation with the Fund. (c) When a change is proposed, the Fund shall first take into account 
the changes, if any, =o ly hang already taken place in the initial par value of the member’s 
currency as determined under Article XX, Section 4. If the proposed change, together with 
all previous changes, whether increases or decreases, (i) does not exceed ten per cent. of the 
initial par value, the Fund shall raise no objection, (ii) does not exceed a further ten per cent. 
of the initial par value, the Fund may either concur or object, but shall declare its attitude within 
seventy-two hours if the member so requests. (iii) is not within (i) or (ii) above, the Fund may 
either concur or object, but shall be entitled to a longer period in which to declare its attituc le. 
(d) Uniform - anges in par values made under ne 7 of this Article shall not be taken into 
account in determining whether a proposed change falls within (i), (ii), or (iii) of (c) above 
(e) A member may change the par value of its currency without the concurrence of the Fund 
if the change does not affect the international transactions of members of the Fund. (f) The 
Fund shall concur in a proposed change which is within the terms of (c) (ii) or (c) (iii) above 
if it is satisfied that the change is necessary to correct a fundamental disequilibrium. In par- 
ticular, provided it is so satisfied, it shall not object to a proposed change because of the domestic 
social or political policies of the member proposing the change. 

Section 6. Effect of unauthorised changes. If a member changes the par value of its currency 
despite the objection of the Fund, in cases where the Fund is entitled to object, the member 
shall be ineligible to use the resources of the Fund unless the Fund otherwise determines; and 
if, after the expiration of a reasonable period, the difference between the member and the Fund 
continues, the matter shall be subject to the provisions of Article XV, Section 2(d). 

Section 7. Uniform changes in par values. Notwithstanding the provisions of Section 5 (5) 
of this Article, the Fund by a majority of the total voting power may make uniform proportionate 
changes in the par values of the currencies of all members, provided each such change is approved 
by every member which has 1o per cent. or more of the total of the quotas. The par value of a 
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The merry monarch had 
a bright idea... 


He made good the deficiencies in his budget by personal borrowing 
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member’s currency shall, however, not be changed under this provision if, within seventy-two 
hours of the Fund’s action, the member informs the Fund that it does not wish the par value 
of its currency to be changed by such action. 

Section 8. Maintenance of gold value of the Fund’s assets. (a) The gold value of the Fund’s 
assets shall be maintained notwithstanding changes in the par or foreign exchange value of the 
currency of any member b) Whenever (i) the par value of a member’s currency is reduced, 
or (ii) the foreign exchange value of a member’s currency has, in the opinion of the Fund, 
depreciated to a significant extent within that member’s territories, the member shall pay to 
the Fund within a reasonable time an amount of its own currency equal to the reduction in the 
gold value of its currency held by the Fund. (c) Whenever the par value of a member’s currency 
is increased, the Fund shall return to such member within a reasonable time an amount in its 
currency equal to the increase in the gold value of its currency held by the Fund. (d) The pro- 
visions of this Section shall apply to a uniform proportionate change in the par values of the 
currencies of all members, unless at the time when such a change is proposed the Fund decides 
otherwise. 

Section 9. Separate currencies within a member's territories. A member proposing a change 
in the par value of its currency shall be deemed, unless it declares otherwise, to be proposing a 
corresponding change in the par value of the separate currencies of all territories in respect of 
which it has accepted this agreement under Article XX, Section 2 (g). It shall, however, be open 
to a member to declare that its proposal relates either to the metropolitan currency alone, or 
only to one or more specified separate currencies, or to the metropolitan currency and one or 
more specified separate currencies. 








Article V: TRANSACTIONS WITH THE FUND 

Section 1. Agencies dealing with the Fund. Each member shall deal with the Fund only 
through its Treasury, central bank, stabilisation fund or other similar fiscal agency and the 
Fund shall deal only with or through the same agencies. 

Section 2. Limitation on the Fund’s operations. Except as otherwise provided in this 
Agreement, operations on the account of the Fund shall be limited to transactions for the purpose 
of supplying a member, on the initiative of such member, with the currency of another member 
in exchange for gold or for the currency of the member desiring to make the purchase. 

Section 3. Conditions governing use of the Fund’s resources. (a) A member shall be entitled 
to buy the currency of another member from the Fund in exchange for its own currency subject 
to the following conditions: (i) The member desiring to purchase the currency represents that 
it is presently needed for making in that currency payments which are consistent with the pro- 
visions of this Agreement ; (ii) the Fund has not given notice under Article VII, Section 3, that 
its holdings of the currency desired have become scarce ; (iii) the proposed purchase would not 
cause the Fund’s holdings of the purchasing member’s currency to increase by more than twenty- 
five per cent. of its quota during the period of twelve months ending on the date of the purchase 
nor to exceed two hundred per cent. of its quota, but the twenty-five per cent. limitation shall 
apply only to the extent that the Fund’s holdings of the member’s currency have been brought 





above seventy-five per cent. of its quota if they had been below that amount; (iv) the Fund 
has not previously declared under Section 5 of this Article, Article IV, Section 6, Article VI, 
Section 1, or Article XV, Section 2 (a), that the member desiring to purchase is ineligible to 
use the resources of the Fund b) A member shall not be entitled without the permission of the 
Fund to use the Fund’s resources to acquire currency to hold against forward exchange 
transactions 

Section 4. Waiver of conditions. The Fund may in its discretion, and on terms which safe- 
guard its interests, waive any of the conditions prescribed in Section 3 (a) of this Article, especially 
in the case of members with a record of avoiding large or continuous use of the Fund's resources. 
In making a waiver it shall take into consideration periodic or exceptional requirements of the 
member requesting the waiver. The Fund shall also take into consideration a member’s willing- 
ness to pledge as collateral security gold, silver, securities, or other acceptable assets having a 
value sufficient in the opinion of the Fund to protect its interests and may require as a condition 
of waiver the pledge of such collateral security 

Section 5. JIJneligibility to use the Fund’s vesources. Whenever the Fund is of the opinion 
that any member is using the resources of the Fund in a manner contrary to the purposes of the 
Fund, it shall present to the member a report setting forth the views of the Fund and prescribing 
a suitable time for reply. After presenting such a report to a member, the Fund may limit 
the use of its resources by the member. If no reply to the report is received from the member 
within the prescribed time, or if the reply received is unsatisfactory, the Fund may continue 
to limit the member’s use of the Fund’s resources or may, after giving reasonable notice to the 
member, declare it ineligible to use the resources of the Fund. 

Section 6. Purchases of currencies from the Fund for gold. (a) Any member desiring to 
obtain, directly or indirectly, the currency of another member for gold shall, provided that it 
can do so with equal advantage, acquire it by the sale of gold to the Fund. (b) Nothing in this 
Section shall be deemed to preclude any member from selling in any market gold newly produced 
from mines located within its territories. 
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Section 7. Repurchase by a member of its currency held by the Fund. (a) A member may 
repurchase from the Fund and the Fund shé ull sell for gold any pe oe of the Fund’s holdings of oe 
currency in excess of its quota. (b) At the end of each financial year of the Fund, a membe 
shall repurchase from the Fund with gold or convertible currencies, as determined in netuiinden e 
with Schedule B, part of the Fund’s holdings of its currency under the following conditions : 
(i) Each member shall use in repurchases of its own currency from the Fund an amount of its 
monetary reserves equal in value to one-half of any increase that has occurred during the year 
in the Fund’s holdings of its currency plus one-half of any increase, or minus one-half of any 
decrease, that has occurred during the year in the member’s monetary reserves. This rule 
shall not apply when a member’s monetary reserves have decreased during the year by more 
than the Fund’s holdings of its currency have increased. (ii) If after the repurchase described 
in (i) above (if required) has been made, a member’s holdings of another member’s currency 
(or of gold acquired from that member) are found to have increased by reason of transaction 
in terms of that currency with other members or persons in their territories, the member whose 
holdings of such currency (or gold) have thus increased shall use the increase to repurchase its 
own currency from the Fund. (c) None of the adjustments described in (b) above shall be carried 
to a point at which (i) the member’s monetary reserves are below its quota, or (ii) the Fund’s 
holdings of its currency are below seventy-five per cent. of its quota, or (iii) the Fund’s holdings 
of any currency required to be used are above seventy-five per cent. of the quota of the member 
concerned. 

Section 8. Charges. (a) Any member buying the currency of another member from the Fund 
in exchange for its own currency shall pay a service charge uniform for all members of three- 
fourths per cent. in addition to the parity price. The Fund in its discretion may increase this 
service charge to not more than one per cent. or reduce it to not less than one-half per cent. 

The Fund may levy a re ~oner gear aay charge on any member buying gold from the 








se or selling gold to the Fund. The Fund shall levy charges uniform for all members 
which shall be payable by any me whee on the average daily balances of its currency held by 
th . ge in excess of its quota. These charges shall be at the following rates: (i) On amounts 


not move than twenty-five per cent. in excess of the quota: no charge for the first three months ; 
one-half per cent. per gam for the next nine months; and thereafter an increase in the charge 
of one-half per cent. for each subsequent year. (ii) On amounts more than twenty-five per cent. 
more than fifty per ce vb in excess of the quota : an additional one-half per cent. for the 
and an additional one-half per cent. for each subsequent year. (ili) On each additiona! 
if twenty-five per cent. in excess of the quota : an additional one-half per cent. for the first 
year ; and an ad ditional one-half per cent. for each subsequent year. (d) Whenever the Fund’s 
holdings of a member’s currency are such that the charge applicable to any bracket for any 
I 
I 





yeriod has reached the rate of four per cent. per annum, the Fund and the member shall consider 
neans by which the Fund’s holdings of the currency can be reduced. Thereafter, the charges 
shall rise in accordance with the provisions of (c) above until they reach five per cent. and failing 


agreement, the Fund may then impose such charges as it deems appropriate. (e) The rates 
referred to in (c) Pa (d) above may be changed by a three-fourths majority of the total voting 
power f) All charges shall be paid in gold. If, however, the member’s monetary reserves are 


less than on ‘half of its quota, it shall pay in gold only that proportion of the charges due which 
such reserves bear to one-half of its quota, and shall pay the balance in its own currency. 


Article VI: CAPITAL TRANSFERS 

Section 1. Use of the Fund’s resources for capital transfers. (a) A member may not make 
net use of the Fund’s resources to meet a large or sustained outflow of capital, and the Fund 
may request a member to exercise controls to prevent such use of the resources of the Fund. 
If, after receiving such a request, a member fails to exercise appropriate controls, the Fund 
may declare the member ineligible to use the resources of the Fund. (b) Nothing in this Section 
shall be deemed (i) to prevent the use of the resources of the Fund for capital transactions of 
reasonable amount required for the expansion of exports or in the ordinary course of trade, 
banking or other business, or (ii) to affect capital movements which are met out of a member’s 
own resources of gold and foreign exchange, but members undertake that such capital movements 
will be in accordance with the purposes of the Fund. 

Section 2. Special provisions for capital transfers. Wf the Fund’s holdings of the currency 
of a member have remained below seventy-five per cent. of its quota for an immediately pre- 
ceding period of not less than six months, such member, if it has not been declared ineligible 
to use the resources of the Fund under Section 1 of this Article, Article 1V, Section 6, Article V, 
Section 5, or Article XV, Section 2 (a), shall be entitled, notwithstanding the provisions of 
Section 1 (a) of this Article, to buy the currency of another member from the Fund with its 
own currency for any purpose, oe capital transfers. Purchases for capital transfers under 
this Section shall not, however, be permitted if they have the effect of raising the Fund’s holdings 
of the currency of the member desiring to purchase above seventy-five per cent. of its quota, 
or of reducing the Fund’s holdings of the currency desired below seventy-five per cent. of the 
quota of the member whose currency is desired. 
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Section 3. Controls of capital transfers. Members may exercise such controls as are necessary 
to regulate international capital movements, but no member may exercise these controls in a 
manner which will restrict payments for current transactions or which will unduly delay transfers 

funds in settlement of commitments, except as provided in Article VII, Section 3(b), and 
in Article XIV, Section 2. 


ARTICLE VII: SCARCE CURRENCIES 


Section 1. General scarcity of currency. If the Fund finds that a general scarcity of a par- 
ticular currency is developing, the Fund may so inform members and may issue a report setting 
forth the causes of the scarcity and containing recommendations designed to bring it to an end. 
A representative of the member whose currency is involved shall participate in the preparation 
of the report. 

Section 2. Measures to replenish the Fund’s holdings of scarce currencies. The Fund may, 
if it deems such action appropriate to replenish its holding of any member’s currency, take either 
yr both of the following steps: (i) Propose to the member that, on terms and conditions agreed 
between the Fund and the member, the latter lend its currency to the Fund or that, with the 
approval of the member, the Fund borrow such currency from some other source either within 
or outside the territories of the member, but no member shall be under any obligation to make 
such loans to the Fund or to approve the borrowing of its currency by the Fund from any other 
source. (ii) Require the member to sell its -_ ncy to the F und for gold. 

Section 3. Scarcity of the Fund’s holdings. (a) If it becomes evident to the Fund that the 
demand for a member’s currency seriously threatens the Fund’s ability to supply that currency, 
the Fund, whether or not it has issued a report under Section 1 of this Article, shall formally 
declare such currency scarce and shall thenceforth apportion its existing and accruing supply 
of the scarce currency with due regard to the relative needs of members, the general internation: al 
economic situation and any other pertinent considerations. The Fund shall also issue a report 
concerning its action. (b) A formal declaration under (a) above shall operate as an authorization 
to any member, after pocieitiaelion with the Fund, temporarily to impose limitations on the 
freedom of exchange operations in the scarce currency. Subject to the provisions of Article IV, 
Sections 3 and 4, the member shall have complete jurisdiction in determining the nature of such 
limitations, but they shall be no more restrictive than is necessary to limit the demand for the 
scarce currency to the supply held by, or accruing to, the go in question ; and they shall 


be relaxed and removed as rapidly as conditions permit. (c) The authorization under (b) above 
shall expire whenever the Fund formally declares the currency in question to be no longer scarce. 
Section 4. Administration of restrictions. Any member imposing restrictions in respect 


of the currency of any other member pursuant to the provisions of Section 3 (b) of this Article 
shall give sympathetic consideration to any representations by the other member regarding 
the administration of such restrictions. 

Section 5. Effect of other international agreements on restrictions. Members agree not to 
invoke the obligations of any engagements entered into with other members prior to this Agree- 
ment in such a manner as will prevent the operation of the provisions of this Article. 


Article VIII: GENERAL OBLIGATIONS OF MEMBERS 


Section 1. Jntroduction. In addition to the obligations assumed under other articles of this 
Agreement, each member undertakes the obligations set out in this Article. 

Section 2. Avoidance of restrictions on current payments. (a) Subject to the provisions of 
Article VII, Section 3 (6), and Article XIV, Section 2, no member shall, without the approval 
of the Fund, impose restrictions on the making of payments and transfers for current inter- 
national transactions. (b) Exchange contracts which involve the currency of any member and 
which are contrary to the exchange control regulations of that member maintained or imposed 
consistently with this Agreement shall be unenforceable in the territories of any member. In 
addition, members may, by mutual accord, co-operate in measures for the purpose of making 
the exchange control regulations of either member more effective, provided that such measures 
and regulations are consistent with this Ayreement. 

Section 3. Avoidance of discriminatory currency practices. No member shall engage in, or 
permit any of its fiscal agencies referred to in Article V, Section 1, to engage in, any discriminatory 
currency arrangements or multiple currency practices except as authorized under this Agreement 
or approved by the Fund. If such arrangements and practices are engaged in at the date when 
this Agreement enters into force the member concerned shall consult with the Fund as to their 
progressive removal unless they are maintained or imposed under Article XIV, Section 2, in 
which case the provisions of Section 4 of that Article shall apply. 

Section 4. Convertibility of foreign held balances. (a) Each member shall buy balances of 
its currency held by another member if the latter, in requesting the purchase, represents (i) that 
the balances to be bought have been recently acquired as a result of current transactions; or 
(ii) that their conversion is needed for making payments for current transactions. The buying 
member shall have the option to pay either in the currency of the member making the request 
or in gold. (b) The obligation in (a) above shall not apply (i) when the convertibility of the 
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balances has been restricted consistently with Section 2 of this Article, or Article VI, Section 3 
or (ii) when the balances have accumulated as a result of transactions effected before the removal 
by a member of restrictions maintained or imposed under Article XIV, Section 2. (iii) When 
the balances have been acquired contrary to the exchange regulations of the member which is 
asked to buy them ; or (iv) when the currency of the me mber | requesting the purchase has been 
declared scarce under Article VII, Section 3(a) ; or (v) when the member requested to make the 
purchase is for any reason not entitled to buy currencies of other members from the Fund for 
its own currency. 

Section 5. Furnishing of information. (a) The Fund may require members to furnish it 
with such information as it deems necessary for its operations, including, as the minimum necessary 
for the effective discharge of the Fund’s duties, national data on the following matters: (i) Official 
holdings at home and abroad, of (1) gold, (2) foreign exchange. (ii) Holdings at home and 
abroad by bankiny and financial agencies, other than official agencies, of (1) gold, (2) foreign 
exchange. (iii) Production of gold. (iv) Gold exports and imports according to countries of 
destination and origin. (v) Total exports and imports of merchandise, in terms of local currency 
values, according to countries of destination and origin. (vi) International balance of payments, 
including (1) trade in goods and services, (2) gold transactions, (3) known capital transactions, 
and (4) other items. (vii) International investment position, i.e. investments within the territories 
of the member owned abroad and investments abroad owned by persons in its territories so far 
as it is possible to furnish this information. (viii) National income. (ix) Price indices, i.e. indices 
of commodity prices in wholesale and retail markets and of export and import prices. (x) Buying 
and selling rates for fcreign currencies. (xi) Exchange controls, i.e. a comprehensive statement 
of exchange controls in effect at the time of assuming membership in the Fund and details of 
subsequent changes as they occur. (xii) Where official clearing arrangements exist, details of 
amounts awaiting clearance in respect of commercial and financial transactions, and of the 
length of time during which such arrears have been outstanding. (6) In requesting information 
the Fund shall take into consideration the varying ability of members to furnish the data re- 
quested. Members shall be under no obligation to furnish information in such detail that the 
affairs of individuals or corporations are disclosed. Members undertake, however, to furnish 
the desired information in as detailed and accurate a manner as is practicable, and, so far as 
possible, to avoid mere estimates. (c) The Fund may arrange to obtain further information 
by agreement with members. It shall act as a centre for the collection and exchange of informa- 
tion on monetary and financial problems, thus facilitating the preparation of studies designed 
to assist members in developing policies which further the purposes of the Fund. 

Section 6. Consultation between members regarding existing international agreements. Where 
under this Agreement a member is authorized in the special or temporary circumstances specified 
in the Agreement to maintain or establish restrictions on exchange transactions, and there are 
other engagements between members entered into prior to this Agreement which conflict with 
the application of such restrictions, the parties to such engagements will consult with one another 
with a view to making such mutually accepts ible adjustments as may be necessary. The pro- 


visions of this Article shall be without prejudice to the operation of Article VII, Section 5. 


Article IX: STATUS, IMMUNITIES AND PRIVILEGES 


Section 1. Purposes of Article. To enable the Fund to fulfil the functions with which it is 
entrusted, the status, immunities and privileges set forth in this Article shall be accorded to 
the Fund in the territories of each member. 

Section 2, Status of the Fund. The Fund shall possess full juridical personality, and, 
particular, the capacity : (i) to contract ; (ii) to acquire and dispose of immovable and weualile 
property ; (iii) to institute legal proceedings. 

Section 3. Immunity from judicial process. The Fund, its property and its assets, wherever 
located and by whomsoever held, shall enjoy immunity from every form of judicial process except 
to the extent that it expressly waives its immunity for the purpose of any proceedings or by the 
terms of any contract. 

Section 4. Immunity from other action. Property and assets of the Fund, wherever located 
and by whomsoever held, shall be immune from search, requisition, confiscation, expropriation 
or any other form of seizure by executive or legislative action. 

Section 5. Immunity of archives. The archives of the Fund shall be inviolable. 

Section 6. Freedom of assets from restrictions. To the extent necessary to carry out the 
operations provided for in this Agreement, all property and assets of the Fund shall be free 
from restrictions, regulations, controls and moratoria of any nature. 

Section 7. Privilege for communications. The official communications of the Fund shall be 
accorded by members the same treatment as the official communications of other members. 

Section 8. Immunities and privileges of officers and employees. All governors, executive 
directors, alternates, officers and ‘employees of the Fund (i) shall be immune from legal process 
with respect to acts performed by them in their official capacity except when the Fund waives 
this immunity ; (ii) not being local nationals, shall be granted the same immunities from immigra- 
tion restrictions, alien registration requirements and national service obligations and the same 
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facilities as regards exchange restrictions as are accorded by members to the representatives, 


officials, and employees of comparable rank of other members; (iii) shall be granted the sam« 
treatment in respect of travelling facilities as is accorded by members to representatives, officials 
1 employees of comparable rank of other members 





Fund, its assets, property, income and its 
t sreement, shall be immune from all taxation 
nd from all customs duties The Fund shall also be immune from liability for the collection 






or payment of any tax or duty b) No tax shall be levied on or in respect of salaries and emolu- 
I t id by the Fund to executive directors, alternates, officers or employees of the Fund 
» are not local citizens, local subjects, or other local nationals No taxation of any kind 


shall be levied on any obligation or security issued by the Fund, including any dividend or interest 


thereon, by whomsoever held (i) which discriminates against such obligation or security solely 





because of its origin ; or (ii) if the sole jurisdictional basis for such taxation is the place or currency 
in which it is issued, made payable or paid, or the location of any office or place of business 
m ined by the Fund 

Section It {pplication of Article. Fach member shall take such action as is necessary in 
its own territories f the purpose of making effective in terms of its own law the principles set 





forth in this Article and shall inform the Fund of the detailed action which it has taken. 





Article X: RELATIONS WITH OTHER INTERNATIONAL ORGANIZATIONS 


ill co-operate within the terms of this Agreement with any general international 
ublic international organizations having specialized responsibilitie 





rrangements for such co-operation which would involve a modification 
\greement may be effected only after amendment to this Agreement 





ol any provisl m 


under Article XVII. 





Article XI: RELATIONS WITH NON-MEMBER COUNTRIES 


Section 1 l takings vegarding relations with non-member countries. Each meml 
undertakes: (i) Not to enga in, nor to permit any of its fiscal agencies referred to in Article V, 
Section 1, to en e in any transactions with a non-member or with persons in a non-member’s 
territories which would be contrary to the provisions of this Agreement or the purposes of the 
Fund ; (ii) not to co-operate with a non-member or with persons in a non-member’s territories 
in practices which would be contrary to the provisions of this Agreement or the purposes of 
the Fund ; and (iii) to co-operate with the Fund with a view to the application in its territori 


of appropriate measures to prevent transactions with non-members or with persons in their 
territories which would be contrary to the provisions of this Agreement or the purpcses of th: 


Section 2 Restrictions on transac ns with non-member countries. Nothing in this Aegree- 
ment shall affect the right of any member to impose restrictions on exchange transactions with 
non-members or with persons in their territories unless the Fund finds that such restrictions 
I s and are contrary to the purposes of the Fund. 





Article XII: ORGANIZATION AND MANAGEMENT 


Section 1 Structu f the Fund. The Fund shall have a Board of Governors, Executive 


Section 2. Board of Goveri 1) All powers of the Fund shall be vested in the Board oi 
Governors, consisting of one governor and one alternate appointed by each member in such 
manner as it may determine. Each governor and each alternate shall serve for five years, subject 
him, and may be reappointed. No alternate may vot 


7 I I J l 
except in the absence of his principal Che Board shall select one of the governors as chairman 
t 








m 





Che Board of Governors may delegate to the Executive Directors authority to exercise any 
powers of the Board, except the power to: (i) Admit new members and determine the conditions 
of their admission rove a revision of quotas ; (iii) approve a uniform change in the par 
value of the curr members ; (iv) make arrangements to co-operate with other inter 
national organization other than informal arrangements of a temporary or administrative 
character) ; (v) determine the distribution of the net income of the Fund ; (vi) require a member 


to withdraw ; (vii) decide to liquidate the Fund ; (viii) decide appeals from interpretations of 
this Agreement given by the Executive Directors. (c) The Board of Governors shall hold an 
innual meeting and such other meetings as may be provided for by the Board or called by the 
Executive Directors. Meetings of the Board shall be called by the Directors whenever requested 
by five members or by members having one quarter of the total voting power. (d) A quorum 
for any meeting of the Board of Governors shall be a majority of the governors exercising not 
less than two-thirds of the total voting power e) Each governor shall be entitled to cast the 
number of votes allotted under Section 5 of this Article to the member appointing him. (f) The 
Board of Governors may by regulation establish a procedure whereby the Executive Directors, 
when they deem such action to be in the best interests of the Fund, may obtain a vote of the 
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vernors on a specific question without calling a meeting of the Board. (g) The Board of 
Governors, and the Executive Directors to the extent authorized, may adopt such rules and 
regulations as may be necessary or appropriate to conduct the business of the Fund. (h) Governors 
and alternates shall serve as such without compensation from the Fund, but the Fund shall pay 
them reasonable expenses incurred in attending meetings. (i) The Board of Governors shall 
determine the remuneration to be paid to the Executive Directors and the salary and terms 
of the contract of service of the Managing Director. 

Section 3. Executive Directors. (a) The Executive Directors shall be responsible for the 
conduct of the general operations of the Fund, and for this purpose shall exercise all the powers 
delegated to them by the Board of Governors. (b) There shall be not less than twelve directors 
who need not be governors, and of whom (i) five shall be appointed by the five members having 
the largest quotas ; (ii) not more than two shall be appointed when the provisions of (c) below 
apply ; (iii) five shall be elected by the members not entitled te appoint directors, other than the 
American Republics ; and (iv) two shall be clected by the American Republics not entitled to 
appoint directors. For the purposes of this paragraph, members means governments of countries 
whose names are set forth in Schedule A, whether they become members in accordance with 
Article XX or in accordance with Article II, Section 2. When governments of other countries 
become members, the Board of Governors may, by a four-fifths majority of the total voting 
, increase the number of directors to be elected. (c) If, at the second regular election of 
directors and thereafter, the members entitled to appoint directors under (b) (i) above do not 
include the two members, the holdings of whose currencies by the Fund have been, on the 
average over the preceding two years, reduced below their quotas by the largest absolute amounts 
n terms of gold as a common denominator, either one or both of such members, as the case 
— be, shall be entitled to appoint a director. (d) Subject to Article XX, Section 3 (bd), elections 
of elective directors shall be conducted at intervals of two years in accordance with the provisions 
of Schedule C, supplemented by such regulations as the Fund deems appropriate. Whenever 
the Board of Governors increases the number of directors to be elected under (b) above, it shall 
issue regulations making appropriate changes in the proportion of votes required to elect directors 





power 


under the provisions of Schedule C. (e) Each director shall appoint an alternate with full power 
to act for him when he is not present. When the directors appointing them are present, alternates 
may participate in meetings but may not vote. (f) Directors shall continue in office until their 


successors are appointed or elected. If the office of an elected director becomes vacant more 
than ninety days before the end of his term, another director shall be elected for the remainder 


of the term by the members who elected the former director. A majority of the votes cast shall 
be required for election. While the office remains vacant, the alternate of the former director 
shall exercise his powers, except that of appointing an alternate. (g) The Executive Directors 
shall function in continuous session at the principal office of the Fund and shall meet as often as 
the business of the Fund may require. (hk) A quorum for any meeting of the Executive Directors 








shall be a majority of the directors representing not less than one-half of the voting power. 
(i) Each appointed director shall be entitled to cast the number of votes allotted under Section 5 
of this Article to the member appointing him. Each elected director shall be entitled to cast 
the number of votes which counted towards his election. When the provisions of Section 5 (b) 
of this Article are applicable, the votes which a director would otherwise be entitled to cast shall 
be increased or decreased correspondingly. All the votes which a director is entitled to cast 
shall be cast asa unit. (7) The Board of Governors shall adopt regulations under which a member 
not entitled to appoint a director under (6) above may send a representative to attend any meeting 
of the Executive Directors, when a request made by, or a matter particularly affecting, that 





member is under consideration. (&) The Executive Directors may appoint such committees 
as they deem advisable. Membership of committees need not be limited to governors or directors 
or their alternates. 

Section 4. Managing Director and staff. (a) The Executive Directors shall select a Managing 
Director who shall not be a governor or an executive director. The Managing Director shall 
be chairman of the Executive Directors, but shall have no vote except a deciding vote in case 
of division. He may participate in meetings of the Board of Governors, but shall not 
vote at such meetings [The Managing Director shall cease to hold office when the Executive 
Directors so decide. (b) The Managing Director shall be chief of the operating staff of the Fund 


and shall conduct, under the direction of the Executive Directors, the ordinary business of the 
Fund. Subject to the general control of the Executive Directors, he shall be responsible for 
the organization, appointment and dismissal of the staff of the Fund. (c) The Managing Director 
nd the staff of the Fund, in the discharge of their functions, shall owe their duty entirely to 
Fund and to no other authority. Each member of the Fund shall respect the international 
character of this duty and shall refrain from all attempts to influence any of the staff in the 
discharge of his functions. (d) In appointing the staff the Managing Director shall, subject to 
the paramount importance of securing the highest standards of efficiency and of technical com- 
petence, pay due regard to the importance of recruiting personnel on as wide a geographical 
basis as possible. 

Section 5. Voting. (a) Each member shall have two hundred and fifty votes plus one 
idditional vote for each part of its quota equivalent to one hundred thousand United States 
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dollars. (b) Whenever voting is required under Article V, Section 4 or 5, each member shalt 
have the number of votes to which it is entitied under (a) above, adjusted: (i) by the addition 
of one vote for the equivalent of each 400,000 United States dollars of net sales of its currency 
up to the date when the vote is taken, or (ii) by the subtraction of one vote for the equivalent 
of each 400,000 United States dollars of its net purchases of the currencies of other members 
up to the date when the vote is taken ; provided, that neither net purchases nor net sales shall 
be deemed at any time to exceed an amount equal to the quota of the member involved. (c) For 
the purpose of all computations under this Section, United States dollars shall be deemed to be 
of the weight and fineness in effect on July 1, 1944, adjusted for any uniform change under 
Article IV, Section 7, if a waiver is made under Section 8 (d) of that Article. (d) Exce pt as other- 
wise spec ific: uly provided, all decisions of a ig und shall be made by a majority of the votes cast 
Section 6. Distribution of net income. The Board of Governors shall determine annually 
hat part of the Fund’s net income shall be placed to reserve and what part, if any, shall be 
distributed. (5) If any distribution is made, there shall first be distributed a two per cent. non- 
cumulative payment to each member on the amount by which seventy-five per cent. of its quota 
exceeded the Fund’s average holdings of its currency during that year. The balance shall be 
paid to all members in proportion to their quotas. Payments to each member shall be made 
in its own currency. 
Section 7. Publication of reports. (a) The Fund shall publish an annual report containing 
an audited statement of its accounts, and shall issue, at intervals of three months or less, a 
summary statement of its transactions and its holdings of gcld and currencies of members. 
(b) The Fund may publish such other reports as it deems de sirable for carrying out its purposes. 
Section 8. Communication of views to members. The Fund shall at all times have the right 
to communicate its views informally to any member on any matter arising under this Agreement. 
The Fund may, by a two-thirds majority of the total voting power, decide to publish a report 
made to a member regarding its monetary or economic conditions and developments which 
directly tend to produce a serious disequilibrium in the international balance of payments of 
members. If the member is not entitled to appoint an executive director, it shall be entitled 
to representation in accordance with Section 3 (7) of this Article. The Fund shall not publish 
a report involving changes in the fundamental structure of the economic organization of members. 


Article XIII: OFFICES AND DEPOSITORIES 


Section 1. Location of offices. The principal office of the Fund shall be located in the territory 
of the member having the largest quota, and agencies or branch offices may be established in 
the territories of other members. 

Section 2. Depositories. (a) Each member country shall designate its central bank as a 
depository for all the Fund’s holdings of its currency, or if it has no central bank it shall designate 
such other institution as may be acceptable to the Fund. (b) The Fund may hold other assets, 
including gold, in the depositories designated by the five members having the largest quotas 
and in such other designated de spositories as the Fund may select. Initially, at least one-half 
of the holdings of the Fund shall be held in the depository designated by the member in whose 
territories the Fund has its principal office and at least forty per cent. shall be held in the 
depositories designated by the remaining four members referred to above. However, all transfers 
of gold by the Fund shall be made with due regard to the costs of transport and anticipated 
requirements of the Fund. In an emergency the Executive Directors may transfer all or any 
part of the Fund’s gold holdings to any place where they can be adequately protected. 

Section 3. Guarantee of the Fund’s assets. Each member guarantees all assets of the Fund 
against loss resulting from failure or default on the part of the depositcry designated by it. 


Article XIV: TRANSITIONAL PERIOD 


Section 1. Introduction. The Fund is not intended to provide facilities for relief or re- 
construction or to deal with international indebtedness arising out of the war. 

Section 2. Exchange restrictions. In the post-war transitional period members may, not- 
withstanding the provisions of any other articles of this Agreement, maintain and adapt to 
changing circumstances (and, in the case of members whose territories have been occupied by 
the enemy, introduce where necessary) restrictions on payments and transfers for current inter- 
national transactions. Members shall, however, have continuous regard in their foreign exchange 
policies to the purposes of the Fund; and, as soon as conditions permit, they shall take all 
possible measures to develop such commercial and financial arrangements with other members 
as will facilitate international payments and the maintenance of exchange stability. In par- 
ticular, members shall withdraw restrictions maintained or imposed under this Section as soon 
as they are satisfied that they will be able, in the absence of such restrictions, to settle their 
balance of payments in a manner which will not unduly encumber their access to the resources 
of the Fund. 

Section 3. Notification to the Fund. Each member shall notify the Fund before it becomes 
eligible under Article XX, Section 4 (c) or (d) to buy currency from the Fund, whether it intends 
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to avail itself of the transitional arrangements in Section 2 of this Article, or whether it is pre- 
pared to accept the obligations of Article VIII, Sections 2, 3 and 4. A member availing itself 
of the transitional arrangements shall notify the Fund as soon thereafter as it is prepared to 
accept the above-mentioned obligations. 

Section 4. Action of the Fund relating to restrictions. Not later than three years after the 
date on which the Fund begins operations and in each year thereafter, the Fund shall report 
on the restrictions still in force under Section 2 of this Article. Five years after the date on 
which the Fund begins operations, and in each year thereafter, any member still retaining any 
restrictions inconsistent with Article VIII, Sections 2, 3, or 4, shall consult the Fund as to their 
further retention. The Fund may, if it deems such action necessary in exceptional circum- 
stances, make representations to any member that conditions are favourable for the withdrawal 
of any particular restriction, or for the general abandonment of restrictions, inconsistent with 
the provisions of any other articles of this Agreement. The member shall be given a suitable 
time to reply to such representations. If the Fund finds that the member persists in main- 
taining restrictions which are inconsistent with the purposes of the Fund, the member shall 
be subject to Article XV, Section 2 (a). 

Section 5. Nature of transitional period. In its relations with members, the Fund shall 
recognize that the post-war transitional period will be one of change and adjustment and in 
making decisions on requests occasioned thereby which are presented by any member it shall 
give the member the benefit of any reasonable doubt. 


Article XV: WITHDRAWAL FROM MEMBERSHIP 


Section 1. Right of members to withdraw. Any member may withdraw from the Fund at 
any time by transmitting a notice in writing to the Fund at its principal office. Withdrawal 
shall become effective on the date such notice is received. 


Section 2. Compulsory withdrawal. (a) If a member fails to fulfil any of its obligations 
under this Agreement, the Fund may declare the member ineligible to use the resources of the 
Fund. Nothing in this Section shall be deemed to limit the provisions of Article IV, Section 6, 
Article V, Section 5, or Article VI, Section 1. (b) If, after the expiration of a reasonable period 
the member persists in its failure to fulfil any of its obligations under this Agreement, or a difference 
between a member and the Fund under Article IV, Section 6, continues, that member may be 
required to withdraw from membership in the Fund by a decision of the Board of Governors 
carried by a majority of the governors representing a majority of the total voting power. 
(c) Regulations shall be adopted to ensure that before action is taken against any member under 
(a) or (6) above, the member shall be informed in reasonable time of the complaint against it 
and given an adequate opportunity for stating its case, both orally and in writing. 


Section 3. Settlement of accounts with members withdrawing. When a member withdraws 
from the Fund, normal transactions of the Fund in its currency shall cease and settlement of 
all accounts between it and the Fund shall be made with reasonable despatch by agreement 
between it and the Fund. If agreement is not reached promptly, the provisions of Schedule D 
shall apply to the settlement of accounts. 


Article XVI: EMERGENCY PROVISIONS 


Section 1. Temporary Suspension. (a) In the event of an emergency or the development 
of unforeseen circumstances threatening the operations of the Fund, the Executive Directors 
by unanimous vote may suspend for a period of not more than one hundred and twenty days 
the operation of any of the following provisions : (i) Article IV, Sections 3 and 4 (6) ; (ii) Article V, 
Sections 2, 3, 7, 8 (a) and (e); (iii) Article VI, Section 2; (iv) Article XI, Section 1. (b) Simul- 
taneously with any decision to suspend the operation of any of the foregoing provisions, the 
Executive Directors shall call a meeting of the Board of Governors for the earliest practicable 
date. (c) The Executive Directors may not extend any suspension beyond one hundred and 
twenty days. Such suspension may be extended, however, for an additional period of not more 
than two hundred and forty days, if the Board of Governors by a four-fifths majority of the total 
voting power so decides, but it may not be further extended except by amendment of this Agree- 
ment pursuant to Article XVII. (d) The Executive Directors may, by a majority of the total 
voting power, terminate such suspension at any time. 

Section 2. Liquidation of the Fund. (a) The Fund may not be liquidated except by decision 
of the Board of Governors. In an emergency, if the Executive Directors decide that liquidation 
of the Fund may be necessary, they may te mporarily suspend all transactions, pending decision 
by the Board. (b) If the Board of Governors decides to liquidate the Fund, the Fund shall 
forthwith cease to engage in any activities except those incidental to the orderly collection and 
liquidation of its assets and the settlement of its liabilities, and all obligations of members under 
this Agreement shall cease except those set out in this Article, in Article XVIII, paragraph (c), 
in Schedule D, paragraph 7, and in Schedule E. (c) Liquidation shall be administered in accord- 
ance with the provisions of Schedule E 
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Article XVII: AMENDMENTS 


(a) Any proposal to introduce modifications in this Agreement, whether emanating from a 
member, a governor or the Executive Directors, shall be communicated to the Chairman of the 
Board of Governors who shall bring the proposal before the Board. If the proposed amendment 
is approved by the Board the Fund shall, by circular letter or telegram, ask all members whether 
they accept the proposed amendment. When three-fifths of the members, having four-fifths 
of the total voting power, have accepted the proposed amendment, the Fund shall certify the 
fact by a formal communication addressed to all members 

b) Notwithstanding (a) above, acceptance by all members is required in the case of any 
amendment modifying (i) the right to withdraw from the Fund (Article XV, Section 1) ; (ii) the 
provision that no change in a member’s quota shall be made without its consent (Article III, 
Section 2); (iii) the provision that no change may be made in the par value of a member's 
currency except on the proposal of that member (Article IV, Section 5 (bd). 

(c) Amendments skall enter into force for allemembers three months after the date of the 
formal communication unless a shorter period is specified in the circular letter or telegram. 


Article XVIII: INTERPRETATION 


(a) Any question of interpretation of the provisions of this Agreement arising between any 
member and the Fund or between any members of the Fund shall be submitted to the Executiv 
Directors for their decision. If the question particularly affects any member not entitled to 
ippoint an executive director it shall be entitled to representation in accordance with Article XII 
ection 3 

In any case where the Executive Directors have given a decision under (a) above, any 
member may require that the question be referred to the Board of Governors, whose decision 
shall be fina Pending the result of the reference to the Board the Fund may, so far as it deems 
vy, act on the basis of the decision of the Executive Directors. : 

Whenever a disagreement arises between the Fund and a member which has withdrawn, 
or between the Fund and any member during the liquidation of the Fund, such disagreement 
be submitted to arbitration by a tribunal of three arbitrators, one appointed by the Fund, 
unother by the member or withdrawing member and an umpire who, unless the parties otherwise 
agree, Shall be appointed by the President of the Permanent Court of International Justice 
such ether authority as may have been prescribed by regulation adopted by the Fund. The 
umpire shall have full power to settle all questions of procedure in any case where the parties 








Article XIX: EXPLANATION OF TERMS 


In interpreting the provisions of this Agreement the Fund and its members shall be guided 
by the following 


(a) A member’s monetary reserves means its net official holdings of gold, of convertible 


currencies of other members, and of the currencies of such non-members as the Fund mav specify. 
(b) The official holdings of a member means central holdings (that is, the holdings of its 
Treasury, central bank, stabilization fund, or similar fiscal agency). 


Che holdings of other official institutions or other banks within its territories may, in 
any particular case, be deemed by the Fund, after consultation with the member, to be official 
holdings to the extent that they are substantially in excess of working balances ; provided that 
for the purpose of determining whether, in a particular case, holdings are in excess of working 
balances, there shail be deducted from such holdings amounts of currency due to official in- 
stitutions and banks in the territories of members or non-members specified under (d) below 
\ member hol s of convertible currencies means its holding of the currencies of 
other members which are not availing themselves of the transitional arrangements under 
Article XIV, Section 2, together with its holdings of the currencies of such non-members as the 
Fund may from time to time specify. The term currency for this purpose includes without 
money, bank balances, bank acceptances, and government obligations 
issued with a maturity not exceeding twelve months. 
\ member’s monetary reserves shall be calculated by deducting from its central holdings 
the currency liabilities to the Treasuries, central banks, stabilization funds, or similar fiscal 


ding 


limitation Coins, pa} 





agencies of other members or non-members specified under (d) above, together with similar 
liabilities to other official institutions and other banks in the territories uf members, or non- 
members specified under above To these net holdings shall be added the sums deemed 
to be official holdings of other official institutions and other banks under (c) above. 

f he Fund's holdings of the currency of a member shall include any securities accepted 


| 
by the Fund under Article III, Section 5 
The Fund, after consultation with a member which is availing itself of the transitional 
uwrangements under Article XIV, Section 2, may deem holdings of the currency of that member 
which carry specified rights of conversion into another currency or into gold to be holdings of 
convertible currency for the purpose of the calculation of monetary reserves. 
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the purpose of calculating gold subscriptions under Article III, Section 3, a member’s 
il holdings of gold and United States dollars shall consist of its official holdings of gold 
ted States currency after deducting central holdings of its currency by other countries 
s cf its currency by other official institutions and other banks if these holdings carry 








hts of conversion into gold or United States currency 
yments fer current transactions means payments vhich are not for the purpose ol 
ng capital, and includes, without limitation t) All payments due in connection with 
trade, other current business, including services, and normal short-term king and 
ilities 2) payments due as interest on loans and as net income from other investments ; 
ents of moderate amount for amortization of loans or for depreciation of direct invest- 


1) moderate remittances for family living expenses 





fund may, after consultation with the members concerned, determine whether certain 
ransactions are to be considered current transactions or capital transactions 
Article XX : FINAL PROVISIONS 
11 Entry into foi This Agreement shall enter into force when it has been signed 
lf of governments having sixty-five | ( the total of the quotas set forth in 
\ and when the instruments referred to ction 2 (a) of this Article have been 





1 on their behalf, but in nc event shall this Agr 


n2 Signatui 1) Each covernment on whose behalf this Agreement is signed shall 
with the Government of the United States of America an instrument setting forth that 
] 
] 


nt enter into force before May 1, 1045 





iccepted this Agreement in accordance with its law and has taken all steps necessary to 
t to carry out all of its obligations under this Agreement b) Kach yvernment shall 
1 member of the Fund as f n the dat f the deposit on its behalf of the instrument 
to in (a) above, except that no gover! nt shall bec i member before this Agreement 





to force under Section 1 of this Artic The Government of the United States of 

















ll inform the governments of all countrie vhose name re set forth in Schedule A, 
vvernments whose membership is aq ved in accordance with Article II, Section 2, 
itures of this Agreement and of the deposit of all instruments referred to in (a) abov 

the time this Agreement is si on its behalf, each government shall transmit to the 
ment of the United States of ica one one-hundredth of one per cent. of its total 
tion in gold or United States « rs for the purpose of meeting administrative expenses 
und Che Government of the United States of America shall hold such funds in a special 
iccount and shall transmit them to the Board of Governors of the Fund when the initial 
has been called under Section 3 of this Article If this Agreement has not come into 
December 31, 1945, the Government of the United States of America shall return such 

» the governments that transmitted them Chis Agreement shall remain open for 
at Washington on behalf of the governments of the countries whose names are set 
Schedule A until December 31, 1945 f) After December 31, 1945, this Agreement 
open for signature on behalf of the government of any country whose membership has 
royed in accordance with Article I], Section By their signature of this Agreement, 
ernments accept it both on their own behalf and in respect of all their colonies, Overseas 
ries, all s under their protection, suzerainty, or authority and all territories 
ct of exercise a mandate h) In the case f governments whose metro 
territ been under enemy occupaticn, the depesit of the instrument referred 
ve delay inti e hundred and eighty days after the date on which thes« 
have been liberated If, however, it is not deposited by any such government before 
ition of this period the signature affixed on behalf of that government shall become 
the portion of its subscription paid under above shall be returned to it ) Para 
ind (h) shall come into force with regard to each signatory government as from the 


n3 Tnauguyrat tthe Fu 1) As soon as this Agreement enters into force undet 











1 of this Article, each member shall appoint a governor and the member having the 
quota shall call the first meeting of the Board of Governors b) At the first meeting of 
ird of Governors, arrangements shall be made for the selection of provisional executive 
; The governments of the five countries for which the largest quotas are set forth in 
\ shall appoint provisional executive directors If one or more of such governments 
become members, the executive directorships they would be entitled to fill shall remain 
ntil they become members, or until January 1, 1946, whichever is the earlier Seven 
il executive directors shall be elected in accordance with the visions of Schedule B 
remain in office until the date of the first regular election of executive directors, which 
held as soon as pra uble after January 1, 194¢ Che Board of Governors may 
to the provisional executive directors any powers except those which may not be delegated 


xecutive Directors 
4. Initial det ution of par valu t) When the Fund is of the opinion that 
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1ange transactions, it shall so notify the members 

ate within thirty days the par value of its currency 

he sixtieth day before the entry into force of this 

| n territory has been occupied by the enemy shall 

ation while that territory is a theatre of major hostilities 
determine When such a member communicates 

f (d) below shall apply. (b) The par value com- 

territory has nct been occupied by the enemy shall 

purposes of this Agreement unless, witbin 

t) above is been received, (i) the member notifies 

ir \ as unsatisfactory, or (ii) the Fund notifies the member 
ilue innot be maintained without causing recourse to the Fund 
prejudicial to the Fund and to members. When 
1 under (i) or (ii) above, the Fund and the member shall, within a period 
Fund in the light of all relevant circumstances, agree upon a suitable par 


member or others on a scale 


Fund and the member do not agree within the period so deter- 
1 to have withdrawn from the Fund on the date when the 
alue of a member's currency has been established under (b) 

ninety days without notification, or by agreement after 
eible to buy from the Fund the currencies of other members 
Agreement, provided that the Fund has begun exchange 
member whose metropolitan territory has been occupied 
ve shall apply, subject to the following modifications : 
xtended so as to end on a date to be fixed by agreement 
within the extended period the member may, if the Fund 
Fund with its currency the currencies of other 

amounts as may be prescribed by the 

, changes may be made by agreement 

a) above If a member whose metro- 

ny adopts a new monetary unit before the date 

fixed by that member for the new unit shall be 

isions of (d) above shall apply f) Changes in par 

tion shall not be taken into account in determining 


I 


or (iii) of Article LV, Section 5 (c) g) A member 


for the currency of its metropolitan territory shall 


, in terms of that currency, for each separate currency, 

in respect of which it has accepted this Agreement under 

member shall be required to make a communication for the 

ch has been occupied by the enemy while that territory is a 

! period thereafter as the Fund may determine. On the 

alu n icated, the Fund shall compute the par value of each separate 
ymmMunicatior I ‘tification to the Fund under (a), (6) or (d) above regarding 
1 currency, sh also be deemed, unless the contrary is stated, to be a com- 


notification regal ig the par value of all the separate currencies referred to 


member ma LOWE r, make a communication or notification relating to the metro- 


alone. If the member does so, the provisions of the 

ve, if a territory where a separate currency exists has 

| apply to each of these currencies separately. (h) The Fund 

it such date as it may determine after members having sixty- 

quotas set forth in Schedule A have become eligible, in accordance 

is Section, to purchase the currencies of other members, 

stilities in Europe have ceased 1) Lhe Fund may postpone 

ber if its circumstance are such that, in the opinion of the 

resources of the Fund in a manner contrary to the purposes 

» Fund or the members. (j) The par values of the currencies 

heir desire to become members after December 31, 1945, shall 
provisions of Article II, Section 2. 
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